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THE CONTRIBUTION OF FOREIGN AND INDIGENOUS 
CAPITAL TO ECONOMIC DEVELOPMENT 


A. K. Cairncross 


[From international Journal of Agrarian Affairs; 





Institute of Agrarian Affairs, University of 
Oxford, London, Oxford University Press, 
Vol. III, No. 2, April 1961, pp. 76-107./ 


This is a 
summary of 
the original 
article. 


I 


Past experience is not very relevant to present 
day problems of investment in the underdeveloped econ- 
omies. The important role of British investment abroad 
fifty years ago, and the ease with which countries then 
in course of industrializing themselves obtained capi- 
tal, give the impression that capital transfers were 
then a larger element in the international economy than 
now, and made a more significant contribution to world 
economic development. Certainly the proportion of 
British saving that between 1875 and 1914 went into in- 
vestments abroad was very high -- in some years over 
half--- and to match this proportion United States in- 
vestment abroad would require execution of the entire 
Marshall Plan at least thrice a year. But the total 
flow of capital abroad from the main creditor countries 
since then does seem to have kept pace with the growth 
in world trade: both have grown about fivefold. The 
difference is that before 1914 most overseas investment 
was in countries which we would regard as comparatively 
advanced. Even including Latin America, probably not 
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more than a quarter of total overseas investment over the decade before 
1914 went to the less developed countries. 


Nor is it true that over the past two centuries heavy recourse to 
foreign borrowing has been normal or inevitable in the transition from 
a pre-industrial society. Most countries (for instance, the United 
Kingdom, France, Germany, Finland, Denmark and Sweden) have generated 
internally the great bulk of the savings needed for growth and indus- 
trialization. The importance of foreign investment in Europe lay in 
its impact on sectors of the economy that were critical for further 
growth -- transport, primarily, but also in industries of a kind which 
tended to jolt the recipient country's economy onto new paths. Simi- 
larly the United States, although it borrowed heavily, imported only a 
small proportion of its total investment. Japan borrowed very little, 
and even in Canada, Australia and New Zealand, the role of foreign in- 
vestment was not great, averaged over the years. It accompanied and 
reinforced development, rather-than preceded it. These countries 
tended to borrow abroad for railways and other utilities because their 
own capital was fully occupied in supporting rapidly growing output. 
They were an unusual group: usually newly settled, either well above 
the level of subsistence or else very large, inhabited or governed by 
Europeans, and with rapidly growing economies. As such, they were ob- 
viously attractive to investors: foreign investment came almost en- 
tirely from private investors or financial institutions, and rarely 
from governments. It varied in amount according to the private advan- 
tages offered, rather than to considerations of national policy. It 
was generally financed through the capital market -- in big bond is- 
sues, by governments or public utilities, of the kind which the market 
was best adapted to handling -- while the comparatively small firms in 
agriculture, industry and commerce depended, as now, mainly on domestic 
capital. 


This picture has since changed greatly. Whereas only an eighth of 
total British foreign investment of about £4 billion in 1914 was direct 
investment, the direct proportion of total U.S. foreign investment of 
$44.8 billion in 1959 amount to $30 billion. Much more of the capital 
for public utilities now comes from local capital, from governments, or 
from international institutions such as the World Bank, while direct 
investmehts have been principally in industry, financed by the rein- 
vestment of profits by branches of the international firm. The typical 
private foreign investor in the last century would hold railway bonds; 
now he owns shares in a large oil company with assets overseas. 


BS 
The underdeveloped countries of today -- at least in Asia and 
Africa -- are quite unlike those which attracted most foreign capital 
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in the last century. Their capital needs in relation to the size of 
the world economy are much smaller: their populations are very large, 
but their savings are low and the trade they sustain is small and lim- 
ited in variety. Few (outside Latin America and the petroleum export- 
ers) have attracted or are attracting much private foreign investment. 
The newly settled countries of the nineteenth century attracted in- 
vestment mainly for large-scale development for export of their agri- 
cultural resources. The underdeveloped countries today can offer 
little apart from tropical foodstuffs (for which the market is inelas- 
tic) and mineral products (investment in which is apt to be denounced 
as creating an enclave of no permanent value to the debtor country). 


Historically, a major function of foreign capital has been to 
build up an infrastructure of social capital to permit more rapid de- 
velopment. But in the underdeveloped countries, the structure itself 
will not always follow: resource development is difficult when a coun- 
try can offer no striking cost advantages and, being settled, will not 
lightly change its tenures, practices and attitudes. Yet greater agri- 
cultural output has always been a prior condition of industrialization, 
because it expands the domestic market, allowing specialization to take 
hold and justifying the mechanization of industry. 


Textiles, like agriculture, do not offer much of a springboard to 
industrialization. Since clothing is the second most important item of 
consumption, development of a modern textile industry is important in 
an underdeveloped country. This is a readily mechanized industry, and 
it may be quite easy to develop (in labor costs at least) a marked cost 
advantage. Such an advantage formerly provided the basis for very 
large textile exports from Britain and Japan. But the underdeveloped 
countries have entered the field late in the day: they can offer only 
the low-grade textiles of which they formerly were the major importers; 
and they have to meet strong protectionist barriers. 


Til 


Economic theory has not dealt adequately with international flows 
of capital. Marxist theoreticians have tried to explain the export of 
capital as a kind of safety-valve for capitalism when savings outrun 
domestic investment opportunities. But insufficient attention has been 
paid to the question from the importing country's point of view -- to 
the subject of the shortage of capital in the underdeveloped countries. 


This shortage can be analyzed in two ways. The first, my own ap- 
proach, is concerned with the return to be expected from additional in- 
vestment, the availability and mobilization of domestic savings, and 
the terms on which funds can be obtained from domestic and foreign 
sources. The second approach takes it for granted that capital 








requirements will rise with an acceleration of growth, and that as sav- 
ings will not change much in relation to income, foreign capital may 
have to fill the gap. If this approach be adopted, it is not clear why 
many countries have industrialized themselves without much foreign bor- 
rowing. The evidence is that rapid growth affects savings as well as 
capital needs, and that mechanisms (such as the responsiveness of house- 
building to changes in interest rates) help to bring them into balance. 


This second approach disposes underdeveloped countries to treat 
foreign investment as a residual in their plans. It is expected to 
make up the balance of capital needed, in addition to domestic savings, 
to reach a planned rate of capital formation (and thus, in turn, of 
growth). It is taken, too, as making up the prospective deficit in the 
balance of payments over the period planned. This approach can be ap- 
plied to calculations about the needs of the underdeveloped world as a 
whole. It lies, for instance, behind the calculation (in 1951) of a 
group of United Nations experts that these countries needed annual 
grants or loans of $10-$14 billion, and behind the more recent and mod- 
est estimates of Paul Hoffman ($7 billion annually) and the General 
Agreement on Tariffs and Trade. 


Estimates of this kind are necessarily tentative. Current rates 
of economic growth in the underdeveloped countries may actually be 
higher than in the advanced countries; rates of saving are not known 
with any certainty (the 7% generally taken as average may be much lower 
than the proportion saved out of any increment in incone ) ; even the 
current inflow of capital is not known with any precision (by 1959 it 
was probably running at over $5 billion a year). But one implication 
of these figures is clear. The capital inflow bears a much higher re- 
lation to the domestic savings of the underdeveloped countries than was 
customary in the development of the newly-settled countries fifty years 
ago. Hoffman's estimate suggests that about a third of net domestic 
capital formation is financed from abroad. The $7 billion inflow for 
which he calls would increase the proportion to 45%, while the UN pro- 
posals of 1951 would bring the figure to almost 75%. Another implica- 
tion is that unless foreign capital were supplied by way of grant, debt 
service would increase rapidly. Figures compiled by the World Bank for 
21 low-income countries show that in the late nineteen fifties their 
external public debt was rising by $1 billion annually, and that debt 
service payments, rising rapidly, already absorbed 7.5% of their ex- 
ternal earnings. If supplied on commercial terms, the inflow of a fur- 
ther $3 billion a year would represent an impossible burden for coun- 
tries whose entire income does not currently exceed about $125 billion. 





Public aid to the underdeveloped countries has grown steadily by 
about 15% per annum throughout the fifties, reaching about $35 billion 
in 1960, and actually providing the most dependable item in the balance 
of payments of these countries. We have now to think not about the 











respective contribution of private foreign investment and domestic in- 
vestment to development in these countries but how best to use foreign 
aid in conjunction with commercial investment. 


If an extra $3 billion a year would allow the underdeveloped coun- 
tries to “take off," its provision would not be too difficult for the 
advanced countries. But development cannot be bought so cheaply. The 
provision of capital will not be effective by itself unless large in- 
vestment opportunities are going unfilled. In the Western world, the 
great dynamic forces have been technical progress and a widening of 
markets: a shortage of capital, like other obstacles to growth (lack 
of skill, entrepreneurial talent and administrative experience, and 
even, eventually, social attitudes and institutions) has gradually 
yielded to the pressure of opportunity. This is not to belittle the 
importance of capital accumulation, or the scope for intervention by 
public authorities. In all development there is an interplay between 
individual effort and the social and economic framework within which 
that effort is exerted: in the less-advanced countries the framework -- 
including such expensive items as a communications network and educa- 
tion -- is of commanding importance, and demands heavy government in- 
vestment which, for a time at least, will require foreign loans or 
grants. If the operation is successful, domestic savings should at 
some stage begin to overtake capital needs. But even so, if the pace 
of development is set by the availability of finance, the transfer of 
capital may have to continue for a long time. I believe, however, that 
it is not just finance, but the whole effort of modernization -- in the 
shape of new forms of social organization, new habits and attitudes, 
personal experience, knowledge and skills -- that is a precondition of 
continuing development. 


IV 


Quite apart from any political considerations, unnecessary foreign 
borrowing is to be avoided, particularly by the typical underdeveloped 
country which, heavily dependent on exports of a single commodity, and 
with an inelastic demand for most of its imports, cannot freely assume 
external liabilities. Any foreign borrowing it undertakes should be 
justifiable under one or more of three headings: 


(a) It may "top up" domestic savings -- that is, permit a higher 
rate of investment than domestic savings alone would support. This is 
its main, and most popular, justification. 


(ob) Savings may not easily be mobilized to finance badly-needed 
projects -- for instance in the private sector if the capital market 
(like the country) is underdeveloped. In general, however, it is pref- 
erable to improve domestic financial arrangements, if these are the 








only obstacle, rather than to use foreign capital because it is more 
easily raised. 


(c) Foreign capital may bring with it other scarce productive 
factors, such as technical "know-how," business experience and so on, 
that can contribute to development. 


As the case for foreign borrowing is admitted to be strongest in 
relation to public utility investment, I shall confine myself to the 
question of investment in primary activities -- first, mines and plan- 
tations, and then manufacturing and indigenous agriculture. 


To the foreigner, investment in enterprises which earn foreign ex- 
change directly is relatively attractive, since the danger of difficul- 
ties in transfering profits is small. Such investments are less at- 
tractive to the host countries, since they do not appear to form an 
integral part of the economy, may disrupt the social structure of the 
country, and often cause trouble by importing alien immigrants who are 
never entirely assimilated, and who deprive the local inhabitants of 
the gains of a higher level of economic activity. But this must usu- 
ally be accepted. Even if the capital were available, the country 
often cannot provide the necessary expertise to manage enterprises of 
the type run by foreigners. In some countries, the stimulus to eco- 
nomic effort provided by plantations may in time become unnecessary; in 
others, these foreign enterprises have developed the crops and mineral 
resources which provide the staple exports, their activities furnishing 
the economy both with foreign exchange, usually scarcer than capital, 
and with tax revenue, which can be applied to capital purposes. 


All development, it is arguable, is likely to take the form of an 
enclave -- though not necessarily a foreign enclave -- within an exist- 
ing social and economic structure. The fact that the enclave is man- 
aged by foreigners and employs alien immigrants who are bound to excite 
antagonisms by their very success intensifies the stress and strain of 
development and adds to its ultimate social cost. But some stress and 
strain is inevitable and the better adjusted a society is to primitive 
conditions the greater is likely to be the disintegration required in 
order to transform it. The more contact there is with foreigners the 
more rapidly the process of transformation can take hold; and however 
weak the links between an enclave and the rest of the economy it can 
hardly avoid exercising a powerful influence, by demonstration if in no 
other way, on the thinking of the population. 


There is usually less bias against foreign investment in manufac- 
turing. There are several reasons for this. A high level of manufac- 
turing is the mark of an advanced country. Experience in manufacturing 
can be put to use over a whole range of industries, and provides in- 
creasing opportunities as the range of technical knowledge increases. 

















Compared with agriculture or mining, manufacturing is more likely to 
yield external economies (encouraging related industries, improving 
communications, increasing skills, and so on), and to be compatible 
either with the starting of similar domestic enterprises or the later 
buying out of the foreign company. These reasons may not be well 
founded. A foreign-controlled textile mill may be no less of an en- 
clave than a tin mine; a successful export trade in cotton or tea may 
have repercussions as wide as the building of a steel mili. Foreign 
capital usually earns a relatively high return, and can absorb much 
foreign exchange if used to supply goods to the domestic market. 


However, it is not a domestic shortage of capital (which can be 
relieved at less than half the cost by borrowing from e.g. the World 
Bank for public utilities) but the management and technical knowledge 
that comes with foreign capital that mainly justifies it. Thus the 
less-advanced countries need above all to find and train men to run in- 
dustrial undertakings -- from entrepreneurs right down to workmen. They 
need to develop, throughout their industrial system, a power to inno- 
vate, a built-in incentive to make improvements, a linking of personal 
advantage with those improvements, and a readiness to look for opportu- 
nities of making them. 


Without this intangible capital, growth cannot become self- 
sustaining. Its acquisition will take time, for it depends on experi- 
ence aS well as education. Foreign investment can help, if the comm- 
nity that uses the physical assets involved makes the simultaneous 
adjustment that industrialism requires. But the scope for such invest- 
ment is limited in a poor country: export opportunities are not usu- 
ally good, and low incomes limit domestic markets, and in turn, raise 
costs. This underlines the importance of raising income levels in 
these countries, and ensuring that agriculture, by far the largest sec- 
tor in their economies, does not act as a brake on development. Expe- 
rience suggests that the forces of growth rarely originate in the agri- 
cultural sector; more commonly, it needs some external stimulus to 
adapt itself to the growth of other sectors. Investment can contribute 
to agricultural development in part by providing this stimulus, and in 
part by the expenditure of capital within agriculture itself. 


Historically, the most powerful external stimulus has been an in- 
crease in demand, the market expansion often being associated with an 
improvement in transport. Thus an obvious use for capital is to im- 
prove communications between rural areas and urban outlets at home and 
abroad. This will help farmers to specialize and produce more; it will 
open up rural markets for consumer goods (providing an incentive to in- 
creased production); it will help to drain off the natural increase of 
the countryside to other work, and will generally bring in those modern 
ideas from which flow innovations in crops and production methods. In- 
vestment in transport is an easy and cheap way of absorbing foreign 
capital, which can be provided under international auspices. A good 





deal has been done in this field, but much more investment is badly 
needed. 


The opening up of new markets has, however, often led to greater 
output and the introduction of new crops without much change occurring 
in the institutions and techniques of agriculture. Population growth 
absorbs much of the increased production; the market for manufactures 
remains restricted. The development of an export trade through better 
transport may achieve the fundamental step of creating a monetary econ- 
omy. But it may involve little change in systems of tenure or in meth- 
ods of production, and no continuous improvement in economic levels. 


How can investment help in this? Here we run up against the 
thorny question of land tenure. It would be unreal to discuss the pos- 
sible contribution of capital investment to agricultural change without 
stressing the institutional barriers -- the widespread system of share- 
cropping, the lack, often, of clear and exclusive rights to land -- 
that frustrate such investment. On the other hand, we know from expe- 
rience in Japan (where over the past century yields have been tripled 
at little cost by better techniques) that productivity is far lower 
than it need be. Capital alone will not raise productivity; the dif- 
ficulty in promoting growth in agriculture, as compared with industry, 
is that one cannot start from scratch; current uses of land must be 
changed, existing cultivators must be influenced to make the changes. 
Capital must be linked with policies that go far beyond finance. 


These policies must include changes in taxation and tenure to give 
the cultivator more security and incentive -- consolidation of holdings, 
fixed rents and the extinction of communal rights. The changes will be 
quicker and smoother if capital is available. A common program ought 
to include, as mutually supporting elements, agricultural extension 
services, better warehousing, and marketing and credit facilities. 


At present nearly all capital made available to agriculture comes 
from private sources: institutional sources are insignificant. This 
is true both in developed and underdeveloped countries. What distin- 
guishes the situation of cultivators in the latter is the high rates of 
interest they pay for credit, the restrictive conditions that lenders 
impose on their freedom to buy and sell, and the difficulty of obtain- 
ing capital on long or medium term. The cultivator's lack of assets, 
and his tendency to borrow for consumption, also weaken his position. 


The essential problem is to strengthen institutional lenders to 
agriculture and to enable them to compete more effectively with private 
lenders. Sometimes these lenders can mobilize savings by cooperative 
effort. But in the poorer countries state help is usually necessary, 
either by way of guarantee, by direct participation in the capital of 
credit institutions, or by outright lending. Central government 
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support is made more necessary when -- as in India -- most agricultural 
debt is owed to urban lenders (so that agricultural savings are gener- 
ally not reinvested in the countryside, and hence can effect no great 
net reduction in the rural debt). Government action is forced also be- 
cause fluctuations in markets mean that cooperatives can lend only 
against good security, and because credit facilities are often best of- 
fered in one package in conjunction with technical assistance. 


Whatever the means used, more capital must be fed into agricul- 
ture, at lower rates of interest and at longer term, and must be used 
in ways that will encourage productivity and thrift. As thrift grows, 
so will savings, and the need for outside funds will diminish. But 


where is the government to get the money in the first place? And how 
can foreign capital help? 


There is probably no surplus of capital available for transfer 
from the urban areas. Indeed experience suggests that agricultural 
savings are needed to finance industrialization. If the state cannot 
raise sufficient funds at home for agriculture it may try to raise them 
abroad. It must however decide this not in the light of how easily it 
can borrow, but by reference to competing claims and to its willingness 
to accumulate liabilities in foreign currency. Some private foreign 
capital, in the shape of trade credit from importers and others, may 
also be used highly productively, but there is not much chance of rais- 
ing such private capital by other means. Agriculture is, however, 


sharing in various ways in the inflow of aid from governments and in- 
ternational agencies. 


The most straightforward of these ways is the direct loan to fi- 
nance permanent improvements -- for instance irrigation and reclamation 
schemes, and multipurpose projects, of which land reclamation and im- 
provement form part. A second possibility is to feed in agricultural 
credit through the central bank or through some financial intermediary 
enjoying government support. The World Bank has done this in Costa 
Rica and elsewhere. A third method is direct participation in the 
capital of development banks and other financial institutions designed 
to provide farmers with credit. Counterpart funds derived from U.S. 
grants have been used in the Philippines to finance agricultural coop- 
eratives and farm credits. Yet another is the provision of agricul- 
tural surpluses against local currency: financing the movement of the 
surplus to the overpopulated underdeveloped countries, it affects their 
agriculture by reducing pressure on land, cutting out a highly seasonal 
element in farm labor, and at the same time increasing the supply both 
of food and of foreign exchange. 


The main burden of finance, however, must continue to rest on do- 
mestic savings. Foreign capital may be able to speed things-up and 
develop a momentum that allows growth to become self-sustaining. If 
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the object is so to endow the less-advanced countries that they can ac- 
tually overtake the more-developed, it seems inevitable that the trans- 
fer of capital be large, continuing, and on non-commercial terms. For 
such unprecedentedly high rates of income growth must almost certainly 
require also unprecedentedly high investment -- and there is nothing to 
suggest that these desperately poor countries can achieve savings ra- 
tios actually above the level of their more fortunate neighbors. 
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THE INTERNATIONAL COTTON TEXTILE ARRANGEMENTS AND 
THE MANUFACTURED EXPORTS OF UNDERDEVELOPED COUNTRIES 


Theodore Geiger 


[This article is based on a lecture given before a 
group of economists from underdeveloped countries. / 


In 1789, Samuel Slater left England for the young 
republic of the United States and, within a year, had es- 
tablished the American cotton textile industry in the new 
state of Rhode Island. Slater's departure for the New 
World was not a routine emigration, nor was his indus- 
trial achievement an ordinary one. Under then-prevailing 
mercantilist doctrine, the British Government had prohib- 
ited the exportation of textile machinery, or plans or 
models of such machinery, and had banned the emigration 
of skilled mechanics to maintain its supremacy and vir- 
tual monopoly in the manufacture of cotton goods. Slater 
committed to memory the plans of the Arkwright spinning 
frame while working in a British cotton mill and slipped 
out of the country disguised as a farmer. He was the 
first to break Britain's monopoly. 


Over the ensuing century, others followed his ex- 
ample, and Britain's textile supremacy gradually dwindled. 
Its important textile market in America was soon limited 
by the enactment of the Tariff Act of 1816 to protect the 
United States’ first infant industry. In the course of 
the century, other countries also imposed tariffs to pro- 
tect their own newly-established industries. 


Cotton Textiles in Underdeveloped Countries 





samuel Slater's need to memorize the plans for tex- 
tile machinery has not had to be repeated by others. The 
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industrialized countries no longer ban the export of cotton textile 
equipment, and skilled textile workers are not prohibited from emigrat- 
ing. Indeed, some countries, such as the United States, have used 
their resources to assist the establishment of cotton textile indus- 
tries abroad. 


But, the circumstances leading to Slater's venture and the results 
of his initiative have been repeated countless times since the end of 
the 18th century. Cotton textile industries have been established in 
countries starting on the road of economic development. Cotton tex- 
tiles are usually the first -- or one of the first -- manufactured ar- 
ticles to be produced in developing countries. 


The reasons why cotton textile factories are the earliest to be 
established are neither unusual nor hard to discover. The demand for 
textiles ranks almost as high as that for food in low-income countries. 
Many of them are also, or can easily become, growers of cotton. Whether 
or not they grow the raw material, they usually suffer from foreign ex- 
change shortages, which greatly hamper their ability to import even 
such essentials as food and textiles. Though the capital required to 
build and equip a cotton mill is large for a low-income country, it is 
insignificant compared to the capital requirements for, say, a steel 
mill. Unskilled labor can be trained for work in a textile factory 
without too much difficulty. Indeed, the structure of the cotton tex- 
tile industry is that of a labor-intensive industry even to this day in 
the automation-oriented United States. 


Development of Export Trade 





However, the establishment of textile industries in underdeveloped 
countries does not immediately or inevitably lead to an export trade in 
cotton textiles. Nevertheless, even before domestic output can fully 
meet domestic needs -- although, clearly, income growth and not the ex- 
istence of cotton mills per se results in cotton textile consumption -- 
circumstances may be conducive to the development of cotton textile ex- 
ports. An adequate supply of raw cotton and of low-cost labor are 
basic conditions. Importers in the high-income industrialized coun- 
tries-often seek sources of low-cost imports, and may take the initia- 
tive in stimulating exports of such products from low-income countries. 
In addition, the governments of underdeveloped countries are well aware 
that traditional exports of foodstuffs and raw materials do not yield 
as much foreign exchange as manufactures -- with their large value- 
added increment -- particularly in recent years, when there has been a 
steady decline in the terms of trade for primary products. 


It should not be assumed, however, that infant cotton textile in- 
dustries in underdeveloped countries find immediate success in the mar- 
kets of the developed countries for a wide range of cotton products. 
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The initial export item is normally cotton yarn, the first stage in 
cotton textile production. It is only after some time and considerable 
experience that a country can develop a satisfactory export trade in 
cloth and, even then, it will initially be limited normally to un- 
bleached, grey cloth. Only as more experience is gained are finishing 
facilities installed and cloth printed and dyed for export.‘ 


Furthermore, production costs are initially high in underdeveloped 
countries. Wages may be low in relation to pay scales in the developed 
countries, but productivity is also low and labor absenteeism and turn- 
over are high. Tariffs and/or quantitative restrictions are adopted to 
protect these infant industries. In the United States, for example, 
the Tariff Act of 1816 was needed to protect America's newly-born cot- 
ton textile industry, and similar measures have been adopted by other 
developing countries since then. Hence, in an underdeveloped country, 
costs to the consumer of the finished product may be higher than if no 
industry had been established. 


Nor, is a major market in the industrialized countries captured 
initially by the infant cotton textile industry of an underdeveloped 
country. In the early years of manufacturing, the often inferior qual- 
ity of its output restricts export sales largely to other low-income 
countries, particularly those which have not yet -- and may never -- 
develop their own cotton textile industries. Indeed, the UN Economic 
Commission for Europe reported in its 1960 Economic Survey that "intra- 
trade (in general) among the less-developed countries already accounts 
for about one-half of their (admittedly small) total exports of 
manufactures." 





Undoubtedly, part of the reason for this trade among the low-income 
countries is the existence of quantitative restrictions in the devel- 
oped countries. Cotton textiles are probably subject to more intensive 
restrictions of this type than any other product. Of the 14 developed 
countries participating in the Geneva Short-Term Cotton Textile Ar- 
rangement of 1961, 11 have quantitative restrictions of some sort on 
imports of some cotton textiles from some underdeveloped countries. 
Prior to the Short-Term Cotton Textile Arrangement, the member states 
of the European Economic Community (EEC) permitted only 3,800 metric 
tons in the aggregate of various types of cotton textiles to be im- 
ported under quota from Japan, Hong Kong, India, and Pakistan, although 
additional quantities of certain other cotton textiles were imported 
ex-quota by several member states from these low-cost exporting coun- 
tries. Even when the quota level was increased by 60 percent to some 
6,000 tons, effective January 1, 1962, as a result of the Geneva Ar- 
rangement, it is still small compared to world trade in cotton cloth 
alone, which was over 700,000 tons in 1960. 
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Trends in Cotton Textile Trade 





As cotton textile industries have been established in many coun- 
tries, the dependence of world consumption on imports has declined 
steadily. Indeed, a basic concomitant of the development of cotton 
textile industries has been import substitution. In 1913, world com- 
merce in cotton textiles stood at an all-time peak. International 
trade in all types of textiles (of which cotton textiles accounted for 
the bulk) represented some 25 percent of total world textile consump- 
tion. Thereafter, the decline in international cotton textile trade 
was steady, even though gradual. Despite the introduction of synthetic 
fibers, world textile trade accounted for a declining proportion of 
world consumption until a plateau of around 10 percent was reached dur- 
ing the decade following World War Il. 


In the last few years, however, certain low-cost cotton textile 
producing countries -- primarily Japan, Hong Kong, India, Pakistan, 
Spain, Portugal, Korea, Taiwan, and Egypt -- have been able to move 
into those international markets which were not barred to them by im- 
port quotas. With the advantage provided by their membership in the 
Commonwealth, Hong Kong, India, and Pakistan found a growing outlet for 
their cotton textiles in the United Kingdom. Japan and Hong Kong also 
became the major foreign suppliers of cotton textiles to the U.S. mar- 
ket, developing a new aspect of the international cotton textile trade -- 
apparel and other made-up goods -- imports of which into the United 
States had been relatively unimportant, except for luxury items, until 
only a few years ago. 


The year 1960 saw a resurgence in world cotton textile trade to 
levels unparalleled since those of the 1920's. World trade in cotton 
cloth reached 750,000 metric tons, the highest since 1929, while trade 
in cotton yarn of 232,000 tons was almost a third above the previous 
peak reached in 1937. Data on 1960 exports show that the great rise in 
world trade which occurred in that year was largely accounted for by 
the low-cost producing countries. 


Impact on Developed Countries 





The resurgence of world cotton textile trade in 1960 was obviously 
not without its effect on those developed countries which did not bar 
imports through quotas. The impact was sharp and clear, and its reper- 
cussions were far-reaching: 


Imports into developed countries increased substantially. In the 
case of the United States, 1960 imports increased by about 50 percent 
over the previous year. Whereas in 1954 cotton textile imports into 
the United States had amounted to only $76 million, by 1960 they had 
risen to $254 million. For the first time in the postwar period, the 
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United States was a net importer of cotton textiles on a quantitative 
basis, although it was still a net exporter of these products on a 
value basis. The increase in cotton textile imports into the United 
Kingdom was almost as dramatic. Between 1958 and 1960, such imports 
almost doubled, and the United Kingdom enjoyed the distinction of being 
the world's largest import market for cotton textiles. 


Imports rose much faster than domestic production. The result was 
a substantial rise in the percentage of imports of cotton textiles to 
domestic consumption in the developed countries. In 1960, the ratio 
climbed to over 40 percent in the case of Canada and to just under 40 
percent in the case of the United Kingdom. 





In the United States, imports in relation to consumption reached 
an all-time high of 6 percent; the ratio had been only 3 percent the 
year before. Although small compared to the ratios in Canada and the 
United Kingdom, the U.S. situation was more serious than the magnitude 
implied. In certain products, the U.S. cotton textile industry is vir- 
tually impregnable to import competition. These are items produced in 
large volume (generally in factories making one item only) with a mini- 
mum of labor input and maximum economies of scale -- for example, 80x80 
print cloth and corduroy. In many other items, however, the U.S. in- 
dustry is highly vulnerable -- for example, velveteens or ginghams, 
where labor input is intensive. In the latter items, the ratio of im- 
ports to consumption in the United States may be as large as the gen- 
eral average in the United Kingdom. Indeed, it is only because of such 
products as print cloths and corduroys that the U.S. average is as low 
as 6 percent. 


Exports from the developed countries declined. The prime example 
of this development is the United Kingdom. In 1937/38 the United 
Kingdom exported 141 million pounds of cotton yarn and thread and 1.65 
billion square yards of cotton cloth; in 1960, it exported only 21 mil- 
lion pounds of yarn and thread and 327 million yards of cloth. For the 
United States, its 1960 exports of cotton cloth were only about 30 per- 
cent of its 1947 peak, although the United States was still well ahead 
of its export level of the late 1930's (439 million square yards in 
1960 as compared with 267 million yards in 1937/38). 





The U.S. Initiative 





The resurgence of cotton textile trade in 1960 aroused concern on 
the part of those developed countries which did not employ quantitative 
restrictions against imports. In the United States there was both con- 
cern and a dilemma. 


The U.S. concern stemmed from what was considered a basic inequity 
in the world trade pattern. First, Japan was not sharing in this 
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expansion of exports from the low-cost countries. In 1957, Japan began 
to curb its cotton textile exports to the United States on a voluntary 
basis. All such exports were subject to rigid ceilings. The result 
was a decline in U.S. cotton textile imports from Japan from $84 mil- 
lion in 1956 to an annual level no higher than $77 million in 1959. 
While Japan was curbing its exports, other less-developed countries 
were expanding their exports to the United States. Cotton goods im- 
ports from Hong Kong rose from $700,000 in 1956 to $64 million in 1960. 
A similar situation, although at a lower level, existed with regard to 
U.S. imports from India, Portugal, Spain, Egypt, Taiwan, and Pakistan. 


Second, while the United States was expanding its imports from the 
low-income countries, the West European countries, particularly the 
member states of the European Economic Community, were not. Although 
the ratio of imports to total consumption in the United States and in 
the EEC stood at about the same level in 1960 -- about 6 percent -- in 
the case of the former three-fourths of such imports came from the six 
major low-cost exporting countries -- Japan, Hong Kong, India, Pakistan, 
Spain, and Portugal. In the case of the EEC, less than one-third came 
from these areas. The situation in France and Italy attracted particu- 
lar attention: their ratios of imports from the low-cost countries to 
domestic consumption were insignificant fractions of one percent. 


But, any effort to curb such imports presented a major dilemma to 
the United States. The U.S. Government recognized clearly that the 
less-developed countries had to expand their exports of manufactured 
goods if they were to make much progress towards economic development. 
The United States was committed to assisting these countries in attain- 
ing more highly developed economies, and had spent substantial sums on 
foreign aid for this purpose. The importance of cotton textile exports 
in this development effort was also clearly recognized. But, rising 
imports were disrupting the U.S. textile industry; unemployment was in- 
creasing in an industry which employed directly over 2 million people -- 


the second largest employer of labor in manufacturing in the United 
States. 


Therefore, the new Kennedy Administration decided in the early 
months after taking office to try to achieve a multilateral solution to 
the world trade problem. In a comprehensive program covering textiles, 
President Kennedy directed the Department of State "to arrange for cal- 
ling an early conference of the principal textile exporting and import- 
ing countries. This conference will seek an international understand- 
ing which will provide a basis for trade that will avoid undue disrup- 
tion of established industries." The President pointed out that his 
program recognized "the: national interest in expansion of world trade 
and the successful development of less-developed nations." 
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The Short-Term Arrangement 





The result of this U.S. initiative was the calling of an interna- 
tional conference in Geneva in mid-July 1961 under the auspices of the 
General Agreement on Tariffs and Trade (GATT). The conference formu- 
lated a one-year arrangement, effective October 1, 1961, to regulate 
international trade in cotton textiles while providing growing export 
opportunities for the low-cost producing countries in a reasonable and 
orderly manner. This Short-Term Arrangement was designed to increase 
access to markets where imports are at present subject to restriction; 
to maintain orderly access to markets where restrictions are not at 
present maintained; and to secure from exporting countries, where nec- 
essary, a measure of restraint in their export activities so as to 
avoid disruptive effects in import markets. 


Under the Arrangement, an importing country not maintaining re- 
strictions on imports may request an exporting country to restrain its 
exports if they are causing, or threatening to cause, disruption to the 
market of the importing country. The minimum level of restraint is the 
volume of trade in the category concerned (64 categories are enumerated 
in the Arrangement) during the twelve-month period ending June 30, 1961. 
If, after 30 days, the exporting country does not accede to the re- 
quest, the importing country may refuse to accept imports at a level 
higher than the restraint level. 


Importing countries with quantitative restrictions (primarily the 
EEC) pledged themselves to increase access to their markets substan- 
tially. As of January 1, 1962, EEC quotas on cotton textile imports 
from the six major low-cost exporting countries were increased by about 
60 percent in consequence of this provision in the Arrangement. 


Nineteen governments acceded to the Short-Term Arrangement. The 
United Kingdom, one of the nineteen, acceded on behalf of its colony, 
Hong Kong, as well. The participating countries account for more than 
90 percent of world trade in cotton textiles outside the Communist 
bloc. 


The Long-Term Arrangement 





The Short-Term Arrangement was admittedly only a stop-gap measure 
until the governments concerned had the opportunity to negotiate a more 
detailed arrangement of longer duration than one year. After a series 
of meetings in Geneva under GATT auspices, the nineteen governments 
concluded negotiations in February 1962 for a five-year arrangement, 
which will become effective October 1, 1962, upon the expiration of the 
Short-Term Arrangement. The Long-Term Arrangement has now been sub- 
mitted to member governments for their ratification. 
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The Long-Term Arrangement recognizes the need for cooperative and 
constructive action in fostering world trade and for facilitating the 
development of less-developed countries. It notes that some cotton 
textile markets have been disrupted by imports. It establishes the ob- 
jective of dealing with problems of market disruption in such a way as 


to provide growing export opportunities for the low-cost producing 
countries. 





The Long-Term Arrangement follows the general approach of the 
Short-Term Arrangement. When imports into an unrestricted market are 
causing or threatening to cause disruption of that market, the import- 
ing country may request the exporting country to restrain its exports. 
Failing agreement on export restraints, the importing country can im- 
pose import restrictions. The minimum restraint provided in the Ar- 
rangement during the first twelve months of restraint is the level of 
imports of a particular product during the first twelve months of the 
15 months preceding the month in which the request is made. In the 
second twelve months of restraint, should market disruption persist, 
the level would be increased by 5 percent, except that, in exceptional 
circumstances, the importing country may establish a smaller percentage 
of increase. Should market disruption persist into third, and further, 
twelve-month periods, the level in each case would be that of the pre- 
ceding twelve months increased by 5 percent. 





In the case of imports into restricted markets, the importing 
countries maintaining such restrictions commit themselves in the Ar- 
rangement to relax these restrictions progressively each year, with a 
view to their elimination as soon as possible. It is understood that 
the EEC countries will be increasing the amounts which may be imported 
by them under quota by around 100 percent during the five-year duration 
of the Long-Term Arrangement. 


The Future of Manufactured Exports from Underdeveloped Countries 





In the negotiation of the Long-Term Arrangement, the exporting 
countries expressed concern that it should not inhibit adjustments in 
the older developed countries by which their textile industries might 
gradually make way for the lower-cost cotton textiles of the underde- 
veloped countries. This concern arises from the uncertain long-term 
outlook for the exports of the underdeveloped countries. 


In its 1960 Economic Survey, the UN Economic Commission for Europe 
projected the import and export requirements of the less-developed 
countries to 1980. These projections implied that exports of manufac- 
tures by these countries would have to increase from the $2 billion an- 
nual level of recent years to around $15 billion two decades hence. 

The ECE pointed out: 
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"The postulated increase in the share of manufactures in 
total exports of the developing countries -- from less than 10 per 
cent now to 30-35 per cent in 20 years' time -- indicates the mag- 
nitude of the task with which both the developing countries them- 
selves and all developed countries are faced. Equally rapid 
shifts in export structure have been achieved by individual coun- 
tries in the process of industrialization, but there is no prece- 
dent for a wholesale shift of such magnitude. Merely in terms of 
the industrialization programmes of the developing countries, it 
implies an effort to expand manufacturing capacity enough to pro- 
vide in addition to industrial production for the domestic market, 
an eight- to tenfold increase in exports of manufactures. For the 
developed countries, it implies a need to adapt the pattern of 
foreign trade, and to some extent the domestic industrial struc- 
ture, to a gradual change of international specialization." 


In the light of the importance of cotton textiles in the export 
patterns of the less-developed countries, it is necessary to ascertain 
whether the new international cotton textile arrangements would te con- 
ducive to attainment of this objective as calculated by the ECE. The 
answer lies in the basic concept of these arrangements -- namely, 
growth in exports, but on an orderly basis. 


Both the Short-Term and the Long-Term Arrangements have helped the 
less-developed countries increase their access to the growing markets 
of Western Europe in a bold and dramatic way. Although the bars to 
low-cost exports have not been abolished by these Arrangements, they 
have been lifted so substantially that total cotton textile imports 
into the EEC from the less-developed countries should represent about 
the same percentage of per capita consumption in the Community as in 
the United States by the end of the five-year arrangement. With regard 
to exports to those countries not employing import restrictions, the 
Long-Term Arrangement assures a 5 percent annual growth factor after 
the second twelve months of restraint. Unless there are unusual cir- 
cumstances, this growth factor would apply even during the second 
twelve months of restraint. 


Perhaps of greater importance is the fact that these international 
arrangements for cotton textiles have focused the attention of the de- 
veloped countries on the need to provide other growing export opportu- 
nities for the underdeveloped countries. The latter now have both a 
framework and a forum in which they can claim their right to these 
opportunities. 
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AGRICULTURE 





GUIDELINES FOR AGRICULTURE'S ROLE 
IN DEVELOPMENT 


Sherman E. Johnson 


These are 
excerpts 

from the 

paper. 


[Dr. Sherman E. Johnson, Economic Research Service, 
United States Department of Agriculture, and President 
of the Eleventh International Conference of Agricul- 
tural Economists, presented a paper to the Eleventh 
International Conference held at Cuernavaca, Mexico, in 
August 1961 on "Economic Development and the Welfare of 
Farm People." These guidelines -- slightly abbrevi- 
ated -- form a portion of that paper. In essence, they 
outline both a basic philosophy and a broad program for 
agriculture's role in development. / 


In what follows, I state my personal beliefs con- 
cerning approaches to economic development, from the 
standpoint of the potential role of agriculture and 
with regard for the welfare of farm people. I shall 
not attempt to document these statements. Some of them 
have been well verified by others. Some, however, con- 
stitute only beginning hypotheses or my own beliefs 
concerning approaches to development. 


1. Adequate supplies of food and other farm prod- 
ucts are essential to rapid economic development in any 
country. I know of no country that has made rapid pro- 
gress while faced with serious food shortages. Plenti- 
ful food supplies are essential for high worker produc- 
tivity and low-cost industrial production. Food can be 
obtained in three ways: (a) domestic production, (b) 
commercial imports (paid for with exports of other 
products or services), or (c) foreign aid (either di- 
rect supplies or foreign exchange to buy food). 
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Commercial imports are usually limited by the scarcity of foreign ex- 
change, and special aid programs are only supplements to domestic pro- 
duction and commercial imports. In most of the less developed coun- 
tries, therefore, increased food demands will need to be met largely 
by expanding domestic food production. 


2. karly expansion of food production is necessary to meet the 
increased demands for food that will be generated by the higher worker 
incomes resulting from the construction phase of industrial and service 
development. A high percentage of the increase in incomes of workers 
will be spent for food. Therefore, inflationary tendencies will be re- 
strained if food production is expanded to supply these growing 
demands. 


3. Human labor is not a commodity, even though it is a valuable 
resource in expanding food production, and in other economic activity 
to provide better living for all citizens. All workers are human be- 
ings and entitled to share in economic progress. They are not machines, 
to be ruthlessly exploited for the benefit of an elite class, for mili- 
tary aggrandizement, or even for building up the industrial sector of 
the economy. Human life is precious. There is no moral justification 
for callousness about "plowing under" a generation or more of farm 
people in order to achieve faster economic growth. 





It follows that economic growth should be achieved not by further 
submerging the disadvantaged groups in agriculture, but rather by in- 
creasing their opportunities for productive work, either in agriculture 
or in other occupations. This will help them to contribute to expan- 
sion of national output. 


4. Improved technology is a key to productive employment and 
higher output. And successful adoption requires additional investment 
in capital goods; but even more important, it requires investment in 
people who must learn new technical and management skills. One of the 
paradoxes in the less developed areas is that despite the abundance of 
unskilled labor, there is a shortage of manpower capable of planning, 
managing, and carrying out new enterprises and adopting new techniques. 
Searcity of the management and technical skills that are essential to 
adoption of improved technology is likely to retard expansion of output 
in agriculture fully as much as scarcity of capital for new investment. 
But an intensive program can be organized to train management super- 
visors who can help farmers adopt improved farming plans. Such inten- 
sive temporary training courses will be necessary to get development 
programs started both in agriculture and in other industries. 





5. A universal system of public education is one of the essen- 
tial building blocks for a successful development program. Secondary 
school and university education should be available to all talented 
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youth regardless of cultural or econumic status. Trained manpower will 
be needed for sustained development. Research also should be developed 
to furnish a foundation for better education at all levels, and to pro- 
vide direct guidance for development programs. 


6. We do need to recognize the potential conflict between needed 
investment for output expansion, and the pressure for more equitable 
sharing of the national product. The only acceptable solution to this 
conflict is to provide opportunities for all able-bodied people to do 
productive work in both agriculture and other occupations. Public 
works programs that increase the national output of food and other 
products may be necessary to provide initial employment. Such programs 
will require careful screening and selection of those which will yield 
the highest returns on scarce capital over a relatively short time 
period. The resulting increase in total output will permit gradual im- 
provement in income per worker. But institutional arrangements will 
need to be modified, in order to encourage voluntary savings, to pro- 
vide more equitable taxation, and thus to channel part of the larger 
income into private or public investment for continued expansion. 


{. The farm sector of the economy can contribute at least a pro- 
portionate share of its current income for initial investment in devel- 
opment. Within the farm sector, some landlords and operators of some 
of the larger farms have incomes sufficient to provide capital forma- 
tion, through both voluntary savings and higher taxes. Small invest- 
ments per farm by many operators can result in rapid formation of 
capital. For example, only small expenditures are required to buy im- 
proved seed and chemical fertilizer. Paying part of the increased in- 


come in taxes will constitute a part of the temporary sacrifice for 
rapid growth. 


Although some capital and technical aid can be obtained from 
abroad, the amounts available from this source can be expected to per- 
form only some of the necessary catalytic functions, such as helping 
to establish research, educational, and other institutional arrange- 
ments. Adoption of adequate credit and taxation policies should be ex- 
pected to provide most of the public and private investment needed to 
increase agricultural output. 


8. Land tenure reform, more equitable taxation, and other insti- 
tutional changes are likely to be needed in order to provide opportuni- 
ties for all rural people to contribute to increased national output. 
If independent farming opportunities are provided for rural people, 
powerful forces will be set in motion to develop human potentialities 
and to accelerate capital formation. But, technical and management 
assistance, credit and other services will need to be provided in the 
transition period. Tenure changes can be instituted in ways that will 
facilitate progress, but usually if they come as a result of violent up- 
heaval, they retard increases in both output and income to farm people. 
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9. If the obstacles to progress are removed, agriculture can be- 
come the generating force in economic development. It can furnish ade- 
quate food, provide necessary capital, and eventually, the trained man- 
power for other occupations. This can be achieved by finding ways to 
close part of the wide gap between the prevailing output of farm prod- 
ucts and the physical potentialities that could be realized by adoption 
of. improved technology. 


10. If improvements in agriculture are initiated at the beginning 
of economic development, farm people will obtain higher incomes from 
the larger output. They will then have a better income base for larger 
savings and higher taxation. The construction phase of nonagricultural 
development also provides a base for larger savings and higher taxes. 
At a later stage, farm people will be in position to buy more indus- 
trial goods when such goods become available. Because of the nearly 
simultaneous growth in agriculture and other industry, balanced eco- 
nomic development will result. 


ll. The process of accelerated economic development is neither 
automatic nor costless. To achieve it will require careful advance 
planning, as well as coordination in execution. All citizens should be 
enlisted in the effort to achieve increased productivity. This will 
require assurance of eventual sharing in the fruits of progress. On 
this basis, patriotism and pride in achievement can become strong mo- 
tivating forces. But the need for temporary financial sacrifices 
should be emphasized. All those who are able to bear the burden will 
be called upon for increased investment in both government and private 
economic activity. 


12. Competent leadership is the keystone in the building of a 
self-sustaining economy. Leaders must have the will and the courage to 
institute changes. High talent is required for construction of a syn- 
chronized plan of development. Even greater talent will be needed by 
private enterprise and public agencies in carrying through the devel- 
opment plans. Most important of all, exceptional political leadership 
will be needed to persuade citizens of the need for temporary sacri- 
fices, and for patience in waiting for the fruits of economic growth. 
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THE ECONOMICS OF AGRICULTURE'S 
CONTRIBUTION TO ECONOMIC GROWTH 


Simon Kuznets 


[From "Economic Growth and the Contribution 
of Agriculture: Notes on Measurement," 
International Journal of Agrarian Affairs; 
Institute of Agrarian Affairs, University of 
Oxford, London, Oxford University Press 

Vol. III, No. 2, April 1961, pp. 56-75. 





[Professor Simon Kuznets of Harvard University -- 
world-famous for his studies and measurements of the 
process of economic growth -- here explains in simpli- 
fied form the economic theory of agriculture's con- 
tribution to the growth process. Each portion of his 
explanation serves in the original essay to introduce 
a more technical discussion of the problems of measur- 
ing the particular aspect involved. Although written 
primarily to illuminate these econometric problems, 
this essay in the truncated form presented here consti- 
tutes one of the clearest and most readily comprehen- 
sible explanations of the economics of agriculture's 
role in development. / 


The aspect of modern economic growth most easily 
perceived and most commonly measured is the -aggrega- 


These are tive. In fact, the usual definition of economic 
excerpts from growth -- a sustained increase in a nation's total and 
the original per caput product, most often accompanied by a sus- 
essay. tained and significant rise in population -- stresses 


this aspect. The second interesting aspect is the 
structural. The significant characteristics of the 
[eggregative/ rises associated with modern growth are 
the large and rapid shifts that occur in the structure 
of an economy -- in the relative importance of various 
industries, regions, classes of economic units distin- 
guished by form of organization, economic classes, 
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commodity groups in final output and so on. The frequent references to 
modern economic growth as "industrialization" and to its important con- 
stituent elements in terms such as "urbanization" and "mechanization," 
clearly indicate these structural aspects; while even slight acquaint- 
ance with the literature on economic growth reveals that the main bur- 
den of the analysis is not on the aggregative but on the structural 
characteristics. The measures usually provided are the familiar dis- 
tributions of product, capital and labour among industrial sectors; 
among regions; between the private and the public sectors, and by fur- 
ther divisions within each; and among various socio-economic groups. 





The third aspect is the international. We distinguish this aspect 
in order to stress the facts that, except for the single pioneer na- 
tion, all nations participating in modern economic growth view the 
prospects initially as the task of adopting (and adapting) potentials 
already demonstrated elsewhere in the world; that no nation can grow 
in an international vacuum; and that the process of a nation's growth 
involves a pattern of sequential interrelations with others -- more de- 
veloped and less developed. In a sense, then, the modern economic 
growth of any one nation is a process of shifting from the underdevel- 
oped to the developed group, utilizing the appropriate channels of in- 
ternational trade, finance and communications in general. 


The three aspects are clearly interrelated. The rise in per caput 
product, essential to the aggregative view of economic growth, in and 
of itself means a shift in consumption and savings patterns and thus 
contributes to the shift in the industrial and other structures of the 
economy. On the other hand, it is the utilization of the technological 
potential of modern times through the development of new industries and 
new methods of production -- which means structural shifts -- that per- 
mits a rise in product per caput. And the aggregative growth and cer- 
tain structural shifts provide the surpluses for international trade 
and capital movements; while the latter, bringing the benefits of in- 
ternational division of labour, are in turn conducive to the greater 
aggregative growth of the participating nations and thus to greater 
structural shifts within them. This close association is hardly sur- 
prising, since a nation's modern economic growth may be described as 
the utilization of domestic and international division of labour, under 
conditions of changing technology, to increase per caput product of a 
growing population. 


Given this interrelation, it is often impossible to specify the 
contribution of a single industrial sector, say agriculture, to each 
aspect of economic growth. It would seem preferable to consider the 
contribution of agriculture to economic growth jointly in all three as- 
pects of the process, and then examine the various ways in which such 
a contribution may be rendered. Some of these ways bear more directly 
on aggregative aspects of growth than on the structural; others bear 
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more directly upon the structural or international than upon the aggre- 


gative. But each has some bearing on all three related aspects of eco- 
nomic growth. 


In considering the contribution of agriculture, or for that matter 
of any sector, to the economic growth of a country, we must first rec- 
ognize an element of ambiguity. Since any sector is part of an inter- 
dependent system represented by the country's economy, what a sector 
does is not fully attributable or credited to it but is contingent upon 
what happens in the other sectors (and perhaps also outside the coun- 
try). Thus, even if we deal with net product originating in, or con- 
tributed by, a sector, deducting the purchases or contributions from 
others and limiting the total to the product of the factors attached to 
that sector, the magnitude and movement of the net product so measured 
still depend upon the rest of the economy; and its product may perhaps 
be more correctly described as the result of the activities of the 
economy whose particular locus is the given sector -- rather than as a 
contribution of the given sector fully creditable to it as if it were 
outside the economy and offering something to the latter. But so long 
as we keep the semantic caution in mind, and remember that the capacity 
of a sector to "contribute" depends not upon the sector alone, no harm 
is done by retaining this familiar expression. 


The first type of contribution of agriculture to the economic 
growth of a nation is that constituted by growth of product within the 
sector itself. An increase in the net output of agriculture, in and of 
itself, represents a rise in the product of the country -- since the 
latter is the sum of the increases in the net products of the several 
sectors. This type, we may call the product contribution, [ana is/ a 
contribution first to the growth of total net or gross product, and 
second to the growth of product per caput. 


[Secona, / a given sector makes a contribution to an economy when 
it provides opportunities for other sectors to emerge, or for the econ- 
omy as a whole to participate in international trade and other interna- 
tional economic flows. We designate this contribution the market type 
because the given sector provides such opportunities by offering part 
of its product on either domestic or foreign markets in exchange for 
goods produced by the other sectors, at home or abroad. 


Thus in the case of agriculture, we can envisage two contrasting 
situations. In one, agriculture engages 100 units of labour force to 
turn out 1,000 units of product without any purchases from other sec- 
tors, and thus in complete independence of the country's production 
processes. In another, agriculture engages 80 units of labour force 
and still turns out 1,000 units of product -- but does so by purchasing 
200 units of fertilizers, etc., provided by 20 units of the country's 
labour force. In both cases, the net output of the economy, with the 
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same labour force, is the same -- 1,000 units of final goods. But in 
the second case we have market transactions and diversification of the 
structure of production. 


The example is unrealistic, for the division of labour in the sec- 
ond case would, usually, result in an appreciably higher product per 
worker. Indeed, this rise is the very reason for the reduction in the 
economic independence of a sector and its engagement in trade with 
other sectors at home or abroad. But the illustration does emphasize 
the contribution of changes in a sector to the significant element in 
economic growth of diversification of structure -- the intensification 
of the internal and international division of labour. These changes 
are important in and of themselves -- apart from the contribution that 
they make to growth in total or per caput product. 


Thus agriculture makes a market contribution to economic growth by 
(a) purchasing some production items from other sectors at home or 
abroad; (b) selling some of its product, not only to pay for the pur- 
chases listed under (a) but also to purchase consumer goods from other 
sectors or from abroad, or to dispose of the product in any way other 
than consumption within the sector. In all these ways, agriculture 
makes it feasible for other sectors in the economy to emerge and grow 
and for international flows to develop; just as these other sectors and 
the international flows make it feasible for the agricultural sector to 
operate more efficiently as a producing unit and use its product more 
effectively as a consuming unit. 


The proportion of gross income accounted for by purchases from 
other sectors is clearly a crude and incomplete measure of the marketi- 
zation of the production process in agriculture. We treat all agricul- 
ture here as one-sector, disregarding the network of market transac- 
tions within agriculture -- transactions which presumably grow in 
absolute and proportional volume as agriculture becomes more special- 
ized and diversified in the course of economic growth. A more complete 
measure would be based on records of outside purchases at each farm -- 
making it independent of arbitrary definitions of a sector. But so 
long as we understand what is involved in the marketization of the pro- 
duction process in agriculture, we need not dwell upon its measurement. 





There is another question, however, viz. how to measure the "con- 
tribution" to economic growth. The measure just discussed is a gauge 
of relative importance of purchases from outside to the gross product 
of a sector -- not of their proportional contribution to a country's 
economic growth. We need here to define the aspect of the latter to 
which we think marketization contributes -- over and above its indirect 
contribution to total and per caput product. 
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The aspect is clearly development of sectors other than agricul- 
ture; and this could be measured by comparing the non-agricultural sec- 
tors in the country providing production goods to agriculture with all 
the non-agricultural sectors. In other words, the percentage of the 
growth in output of all non-agricultural sectors (including the trans- 
portation and other facilities involved), accounted for by the ferti- 
lizer, agricultural machinery and other plants that provide the pro- 
duction goods to agriculture, would measure the proportional contribution 
which marketization of the production process in agriculture made to 
the industrialization aspects of economic growth within the country. 


We turn now to the increase in the proportion of agricultural net 
product which is not consumed within the producing farm or agriculture 
proper but is sold on the markets in which agriculture trades with 
other sectors of the economy or abroad. This trend is largely due to a 
rise in net product per worker within agriculture combined with the low 
secular income elasticity of the demand for agricultural consumer goods, 
but it may also reflect technical progress that reduces cost and facili- 
tates transportation and trade over wide areas. The contribution to 
economic growth here is the release of a larger proportion of the net 
product of agriculture as a basis for demand for consumer goods (or, to 
a more limited extent, of producer goods) from other sectors in the 
economy and from foreign countries. 


At the initial point of time, when agriculture accounts for a 
large share of the net output of the economy, the extent to which such 
product is traded with the other sectors has a major bearing upon the 
width of the economic base which these other sectors may enjoy. If, 
for simplicity's sake, we think of a closed economy, any difficulty in 
increasing the marketable surplus of agricultural product will restrict 
the growth base of the other sectors. Once growth occurs and is accom- 
panied by a decline in the shares of agriculture in both product and 
labour force, the increased productivity per worker in agriculture re- 
flected in these trends assures an increasing proportion of marketed 
agricultural net product and at the same time a decreasing proportional 
contribution of such marketings to the total product of the economy. 

In short, the market contribution of agriculture to a country's eco- 
nomic growth, strategic in the early periods of growth, must, in the 


nature of the case, diminish in relative weight once growth has pro- 
ceeded apace. 


The same conclusion is suggested by the third aspect of the market 
contribution of agriculture: that bearing upon the type of trading 
partner with whom market relations are established. The market con- 
tribution to economic growth will be the greater the higher the growth- 
inducing power of the trading partners whose co-operation via the mar- 
ket is being secured. The same volume of purchases by agriculture from 
a host of village carpenters, blacksmiths, etc., and from a factory 
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that produces agricultural machinery by advanced methods, will have 
different impacts on the growth not only of the non-agricultural sec- 
tors of the economy but also of agriculture itself. 


It is in this connexion that the contribution of agriculture to 
exports assumes strategic importance, since in most countries modern 
economic growth is a matter of following the pattern set by the nations 
that have already experienced this process; and it is exceedingly im- 
portant for a follower nation to trade with the more advanced countries 
which can provide it with the tools of modern technology. Even with 
allowance for capital imports, a country in the early stages of eco- 
nomic growth that cannot itself produce, even at high cost, the tools 
of modern technology, must be able to offer the more advanced countries 
a quid pro quo. It can do this only with products in which it has a 
comparative advantage; and in the nature of the case this advantage is 
likely to lie in natural resources rather than in skills. Since agri- 
culture, after mining, is the sector in which natural endowments have 
greatest weight, it is hardly a surprise that in the initial stages of 
growth of many presently developed countries, agriculture was a major 
source of exports and that the resulting command over the resources of 
the more developed countries played a strategic role in facilitating 
modern economic growth. It is also apparent that, as economic growth 
continued, the advantage with respect to products affected by natural 
resource endowments might recede relative to that resulting from econo- 
mies of scale and accumulation of skills in other sectors. Conse- 
quently, in addition to the reduction in the weight of agriculture in 
the total output of a country, there may be an even greater reduction 
in its share of exports. Thus the market contribution of agriculture, 
this time in specific connexion with the capacity of a country through 
international trade to tap the resources of the more advanced units, is 
likely to be large in the initial stages of growth (unless the mineral 
resources are sufficiently great to make agricultural exports less 
strategic) and bound to decline as economic growth takes hold in a 
country. While any detailed analysis of the relations touched upon 
here would raise difficult questions concerning the phasing of this 
process of building economic growth on trade with the more adyanced 
countries, the substance of the.contribution is clear and the measures, 
in terms of shares of exports and feasible imports of capital goods, 
are obvious without further discussion. 





The third type of contribution by a sector to economic growth oc- 
curs when there is a transfer or loan of resources from the given sec- 
tor to others. Thus if agriculture itseif grows, it makes a product 
contribution; if it trades with others, it renders a market contribu- 
tion; if it transfers resources to other sectors, these resources being 
productive factors, it makes a factor contribution. 
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The resources being transferred are either capital, or rather 
funds for financing acquisition of material capital, or labour. In the 
case of the former, two different types of transfer may occur. In the 
first there is a compulsory transfer from agriculture for the benefit 
of other sectors; and this is ordinarily done through taxation of a 
kind in which the burden on agriculture is far greater than the serv- 
ices rendered by government to agriculture (including an adequate share 
of overhead government expenses), the residue being spent by government 
for the benefit of other sectors. To illustrate, the government may 
use a tax on agriculture as its only revenue, and expend it all either 
on a subsidy to some manufacturing industry (thus in fact providing 
capital funds for the latter), or use it all in the construction of 
some public utility. To be sure, both the factory and the public 
utility contribute to growth within agriculture proper; but the direct 
contribution to economic growth is to the non-agricultural sectors, and 
this flow, originating in the agricultural sector, is not covered in 
its product or market contribution. The other form of capital transfer 
is, of course, lending, or the utilization of savings originating in 


the agricultural sector in financing the growth of the non-agricultural 
sectors. 


We may now turn to the third type of factor contribution made by 
agriculture to the economic growth of a country -- the provision of 
labour. While this shift of labour from the agricultural/ to the non- 
/agricultural/ sectors in the process of modern economic growth has be- 
come quite familiar, the magnitude of the migration and of the factor 
contribution involved may not have been given the attention that it 
deserves. 


To begin with, we must stress the fact that through the periods 
under discussion and in almost all the countries, the crude (and re- 
fined) birth-rates of the agricultural populations were distinctly 
higher than those of the non-agricultural; whereas the death-rates were 
at least equal, if not lower, for the agricultural. This means that 
the rate of natural increase was very much higher for the agricultural 
than for the non-agricultural population; and consequently for the ag- 
ricultural than for the non-agricultural labour force. 


If we accept the interpretation of internal migration as a trans- 
fer of capital invested in human beings, this factor_contribution of 
the [agricultural/ sector to the growth of the non-/agricultural/ sec- 
tors must have been quite large in the early and even later phases of 
modern economic growth -- since internal migration of the labour force 
was from the /agricultural/ to the non-/agricultural/ sectors and size- 
able. And, granting that the "contribution" in question depends upon 
the employment capacity of the apy te lane, sector, we could 
still argue that the internal migration of labour from agriculture 
represents a large transfer of valuable resources to the non-/agricul- 
tural/ sectors and a large contribution to the country's economic 
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growth. This conclusion has several implications, not the least of 
which is that the kind of investment in human beings that is, and can 
be, made in the /agricultural/ sector determines the quality of an im- 
portant part of the labour force in, and hence of its contribution to 
the growth of, the non-/agricultural/ sector. 


Secondly, if the share of the /agricultural sector in the labour 
force and the relative magnitude of labour transfers from it decline, 
there is bound to be a decline even in the absolute value of the factor 
transfers thus made; and most certainly in its proportion to the stock 
of labour already available in the non-/agricultural/ sector. After a 
while, although it may be fairly late in the course of modern economic 
development, the absolute numbers of workers in the fagricultural/ sec- 
tor decline; and transfers that may be a large fraction of the current 
labour force in agriculture would mean only minor fractional additions 
to the labour force outside agriculture, and for the country as a 
whole. 


Finally, it need hardly be pointed out that what is true of inter- 
nal migration applies to the international movement of labour which 
through the nineteenth and early twentieth centuries assisted a number 
of rapidly developing countries. This migration was most often from 
the agricultural sector in one country to the non-/agricultural/ sector 
in another, and in that sense was similar to what we have been discus- 
sing -- except that the factor contribution was to the economic growth 
of another country. At some time, this may have had a curious effect 
on internal migration within the recipient country, impeding internal 
migration from at least some parts of the domestic /agricultural/ sec- 
tor. But these aspects of the factor contribution of the /agricultural/ 
sector, while of great interest, would take us into an analysis of the 
growth process for different groups of countries that would be too de- 
tailed for treatment here. 
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THE RELATIONSHIP BETWEEN AGRICULTURAL 
AND INDUSTRIAL PRODUCTIVITY 


H. A. Oluwasanmi 


[From "The Role of Agriculture in Nigerian 
Economic Development," paper presented to 
the Eleventh International Conference of 
Agricultural Economists, Cuernavaca, Mexico, 
August 1961, p. 4./ 


[While the bulk of this paper by Professor H. A. 
Oluwasanmi of University College, Ibadan, deals with 
Nigerian agriculture, the following passage is of general 
applicability. It summarizes succinctly and clearly the 
reasons why rising agricultural productivity is essential 
to the establishment of growth of economically efficient 


manufacturing and other industries in a developing 
country. / 


"Newly established industries in developing countries 
can hardly be expected to achieve immediately the same 
level of technical and economic competence as similar in- 
dustries in technically advanced countries. For one thing, 
costs of machines, power, fuel and technical and manage- 
rial skills will be much lower for industries operating in 
mature economies than for industries operating in develop- 
ing countries. For another, output per unit of labour 
will probably be higher in the advanced countries than in 
developing countries. Thus, industries in advanced coun- 
tries enjoy real competitive advantage over similar in- 
dustries in backward countries. This initial advantage 
may however be offset if there are present within the de- 
veloping country cheap sources of labour and raw materi- 
als. The wage rate, and, therefore, the wage bill of the 
new industries will, to a considerable extent, be deter- 
mined by the prevailing level of prices of food-stuffs. 
Similarly, the cost of raw materials to industries will 
depend upon the efficiency of the raw-material producing 
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section of agriculture. In effect, the rate of expansion in the non- 
agricultural sectors of the economy is closely tied up, in the transi- 
tion at least, with the level of productivity in agriculture. On the 
demand side increasing agricultural productivity means [in the words of 
W. Arthur Lewis/ that the farmer 'has an ever-increasing surplus to of- 
fer in exchange for manufactures; ever-increasing productivity in agri- 
culture means an ever-increasing market for manufactures.'" 
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INCREASING THE PRODUCTIVITY OF SEMI-COMMERCIAL 
AND SUBSISTENCE FARMING 


Sherman E. Johnson and K. L. Bachman 


[From "Technical Peculiarities of Agricultural 

Supply," Proceedings of the Tenth International 
Conference of Agricultural Economists; London, 

Oxford University Press, 1960, pp. 75-81./ 








In many areas formerly devoted almost entirely to 
subsistence farming, there is now ferment and striving 


These are for reorganization of agriculture in order to increase 
excerpts from total output and output per man-hour. In some areas, 
the original considerable progress has been made in mechanization, 
paper. other technological advances, and greater commerciali- 


zation. Farm output tends to increase as improved 
technology and greater commercialization are achieved, 
mainly because of better practices and the release of 
cropland used for producing feed for work animals. 


Most of the farmers of the world, however, still 
operate very small farms mainly by hand labour with the 
assistance of simple tools and perhaps one or two 
draught animals. On these farms, the supply of agri- 
cultural products is subject to three unique conditions. 


First, land and labour constitute the large bulk 
of the inputs. Only a small part of the production re- 
‘sources is purchased. In Greece, for example, purchased 
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inputs account for less than 10 per cent of the product, whereas in the 
United States and some other highly commercial countries, more than 50 
per cent of the product is represented by purchased inputs. The asso- 
ciated low levels of earnings provide little margin for improvement in 
production. With little other employment available, there is strong 
pressure to continue farming, and these land and labour resources are 
retained in agriculture when farm prices decline. Production is likely 


to continue at the same pace so long as returns provide subsistence and 
cover the cash costs. 


Second, on most of these farms a major part of the production is 
for the use of the family. In general, production plans are not ori- 
ented to market demand but to family needs and also to the labour and 
land of the operator who has little money for purchased inputs. Be- 
cause his first aim is to meet the subsistence needs of himself and his 
family, the quantity he markets varies substantially with yields. Usu- 
ally, the market for small quantities sold by individual producers is 
not organized for wide distribution of output. Frequently, therefore, 
when production is in excess of the usual needs of the local area, 
gluts are encountered, and the products clear the market at low prices 
despite unsatisfied needs in other areas within the same country. Be- 
cause of the nature of individual production plans and the uncertainty 
as to price, there is little. response to either upward or downward 
movements in farm prices and costs. 


Finally, traditional tenure institutions also play a significant 
role in impeding changes in agricultural supply, and particularly in 
increasing the supply of farm products. Where large landed estates are 
prevalent, traditional modes of farming are continued because they are 
simple to prescribe, require little knowledge or attention on the part 
of the landlord, and the problem of sharing expenses is uncomplicated. 
Sometimes also, there is lack of confidence in the peasant's ability to 
carry out such improvements. 


Despite conditions which discourage changes by individual farmers, 
progress is being made. Significant increases in the supply of agri- 
cultural products are being obtained in several subsistence farming 
areas. Governmental policies that encourage adoption of new technology 
and increased output have stimulated and aided these changes. 


Countries characterized by subsistence farming frequently experi- 
ence food shortages because of the narrow margin between the minimum 
needs of the population and actual scarcity. Unfavourable growing con- 
ditions can eliminate the small surplus above the minimum needs. De- 
velopments of this kind leave the non-farm population in a precarious 
position unless additional imports can be obtained. Protection against 
the threat of food deficits, together with the desire to improve pres- 
ent levels of food consumption, leads to concern about increasing farm 
output. 
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Some countries, however, need to recognize more clearly that the 
threat of food deficits cannot be eliminated by expanding the supply of 
agricultural products without accompanying improvements in technology 
and in the organization of agriculture. In fact, expanding agricul- 
tural production by a proportionate increase in workers on the land may 
eventually accentuate the threat of food deficits because a larger popu- 
lation in agriculture may find it hard to maintain even present levels — 
of output per acre and per worker. In most countries in which a high pro- 
portion of the population is in agriculture, the agricultural population 
has increased since World War I. This positive relation between in- 
creased total output and more farm workers is in contrast to the even 
more rapid increase in output along with substantial reduction in agri- 
cultural population in countries where commercial farming predominates. 
Sustained improvement in levels of living can be obtained only by in- 
creasing production per farm worker and thus widening the margin of 
output above the minimum needs of the farm population. This will in- 
volve adopting new technology and changing the economic organization of 
production and distribution of farm products. Such changes frequently 
are considered under the general term "technological advance." 





Subsistence farmers can advance technologically by increasing out- 
put on their present units through use of better seed, commercial fer- 
tilizer, and improved cultural practices. These changes involve more 
intensive use of both labour and capital on present acreages. The 
first fruits of such improvement redounds to the farm families them- 
selves. They have more products available for direct consumption and a 
little more surplus for sale. Frequently, even these small changes are 
difficult to carry out because of the lack of knowledge, skills, and 
funds necessary for financing the change. 


Eventually,- however, more complex changes are needed if produc- 
tivity is to continue to rise significantly. The process of increasing 
total farm output and output per worker also will require new systems 
of production, increased mechanization and larger farm units. Avail- 
able evidence suggests that, with appropriate changes in technology and 
systems of farming, there are many instances in subsistence farming 
areas where additional production might be obtained at relatively low 
cost in relation to returns. However, greater income possibilities 
from additional production do not lead most subsistence farmers to pro- 
duce more. This paradox deserves further consideration. How do we ex- 
plain the persistence of this generally accepted gap between the poten- 
tial costs and returns of additional production on these farms? 


Part of the answer may lie in what subsistence farmers attempt to 
maximize. Brewster and Parsons have emphasized the importance of the 
"frame of mind" in determining farmers' production responses. We raise 
the question as to whether the subsistence farmer is dominated by a 
frame of mind which leads him to work hard carrying out the job of 
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farming, but in which he visualizes the job as largely within the lim- 
its of the resources he owns or controls and the farming systems com- 
monly in use. As a consequence, he uses his labour, land, tools, and 
limited funds as effectively as possible in following the accepted 
farming system, hoping that with divine assistance a satisfactory prod- 
uct will result. The level of output attained, however, may be consid- 
erably below the level attainable with improved technology and a new 
combination of inputs. 


To consider using borrowed funds to establish complex new combina- 
tions of factors and systems of production probably requires a frame of 
mind that differs from one which is content to continue the present 
farming system. Even among commercial farmers many do not readily con- 
sider changes of this type. The required shift in frame of mind may 
represent more of a change than is appreciated by persons with a com- 
mercial farming background. Furthermore, the concept of equating added 
costs with added value of sales is not meaningful to subsistence farm- 
ers who produce primarily for home use and have experienced sharp 
changes in the prices of their residual products for sale. 


Any change that involves increased output requires, first, aware- 
ness of possibilities, then motivation to initiate it, a favourable in- 
stitutional environment for its development, availability of finance, 
and the managerial and technical skills needed to carry it out. Moti- 
vation for change is lacking if the improvement appears to be impos- 
sible of achievement. Because of the meagre incomes and low levels of 
living in subsistence farming, there is a high propensity for direct 
consumption of any increase in output and income. Unfilled wants for 
food, clothing, and other items of consumption limit the funds avail- 
able for investment in technological improvements represented by capi- 
tal goods. Consequently, for many farmers the problems of capital 
accumulation present a formidable barrier to achieving desirable 
changes. Frequently, also, loanable funds are scarce, and even if 
credit is available, the terms are likely to be burdensome. Existing, 
land tenure arrangements also may prevent a farmer from making improve- 
ments or from sharing equitably in their benefits. 


Therefore, technological advances designed to increase output per 
worker involve much more than purely technical improvements. They re- 
quire a combination of technical, economic, and institutional changes, 
and above all competent local leadership. In most countries, vast im- 
provements in research and especially in education are needed if rapid 
technological advances are to be sustained. Technical assistance and 
supervision may need to be provided to teach the technical and manage- 
ment skills required for successful adoption of the new methods. Con- 
current changes in credit and tenure institutions may be necessary 
also; and a central government that can offer security, encourage pro- 
gress, and provide a stable currency is essential to sustained advances. 
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Development of new land areas can be a means of increasing output 
per worker and advancing the national welfare. But if this goal is to 
be reached, land development will need to be combined with adoption of 
new techniques, larger units, and more equipment per worker, as essen- 
tial elements in the process of increasing output per worker. In re- 
cent years, large-scale land improvement projects have been undertaken 
under government auspices in many countries. They involve clearing, 
drainage, irrigation, and other improvements that require large capital 
outlays. Considerable time elapses from the initiation of such proj- 
ects to their completion and use for agricultural production. Usually, 
the goal is to establish farms with emphasis on commercial farming. 

But the transition is difficult both for the government that undertakes 
it and for the settlers on the new project. New technical and manage- 
ment skills must be learned. Credit is needed for land improvement, 
for equipment, and for the larger volume of production. Local markets 
and transport to consuming centres must be established. For these rea- 
sons, emphasis on programmes to increase output on present units may 
yield greater returns than will development of new land in the earlier 
phases of an agricultural development programme. 


If the shift to a more commercial agriculture with increased pro- 
ductivity per person can be accomplished in a developing economy, there 
will be large potentialities for filling unsatisfied needs. The popu- 
lation in undeveloped areas usually has a relatively high income elas- 
ticity for consumption of farm products. Therefore, improvement in 
incomes will result in increased demand. Demand may even outrun the 
increase in farm output with inflationary results. Once the volume of 
farm output has increased, however, there is no road back to lower out- 
put levels. Production increases can be slowed down or halted, but 
contraction of output is difficult. Shifts in production to products 
with more favourable markets are sometimes feasible, but contraction of 
total output is perhaps even more painful on semi-commercial and sub- 
sistence farms than on commercial farms. 








AGRICULTURAL CREDIT FOR SMALL FARMERS 
Horace Belshaw 


[From Agricultural Credit in Economically 
Underdeveloped Countries; Rome, Food and 
Agriculture Organization of the United Nations, 
1959, FAO Agricultural Studies No. 46, 

255 and xv pp./ 








[Dr. Belshaw's book is the leading work on im- 
proving agricultural credit facilities for small farm- 
ers in underdeveloped countries. It covers in consid- 
erable detail the nature of the demand for and supply 
of agricultural credit; methods and criteria for ex- 
panding credit and improving its administration; the 
roles of cooperatives and of supervised credit and the 
relation of agricultural credit for small farmers to 
the banking systems of underdeveloped countries and the 
fiscal and monetary policies of their governments. 


The book is too comprehensive and detailed to be 
summarized. However, the following excerpt contains 
Dr. Belshaw's analysis of the essence of the problem of 
improving agricultural credit for small farmers in 
underdeveloped countries -- converting traditional 
"static" credit, which merely permits peasant farmers 
to maintain, or retard deterioration of, their position 
into "dynamic" credit, which enables them to increase 
their productivity and thereby improve their own condi- 
tions of life and those of their countrymen: 


Partly because of the conditions [affecting the 
demand for agricultural credit/, partly because of the 


These are characteristics of supply, agricultural credit has not 
excerpts from usually led to a cumulative increase in productive 
the book. power. At best, credit has remained static, by which 


is meant that, after paying interest and repaying debt, 
the assets of the farmer, and his capacity to produce 
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and maintain levels of consumption for himself and family remain un- 
changed. This normally implies that the credit (i.e., debt) cycle mst 
be repeated to maintain his position. Conditions of supply tend to 
contribute to the same result. 


Very often the purposes for which credit is used, the manner in 
which it is applied, and the conditions under which it is given, lead 
to a deterioration in his position. This is shown in many countries by 
the large numbers who lose their lands, and by the increase in tenantry, 
because debt has become too burdensome. 


The primary objective is to convert static into dynamic credit: 
to use it to promote a cumulative increase in output. But too much 
must not be expected of credit by itself to achieve this goal. The 
bulk of the credit for working expenses will normally be required to 
maintain levels of production, even if the over-all result is to pro- 
mote growth because there is a residual in excess of the above amount. 
Although we aim at a progressive increase in output, the process may be 
discontinuous. Improvements occur leading to an expansion of output, 
which is held for some time until a further advance is possible. Mean- 
while adequate static credit is necessary to sustain the position. 


The first requirement to promote growth is to increase the amount 
available. This leads us to consider the sources of funds. The second 
is to reduce the cost and improve the conditions under which it is 
given. A reduction in cost not only improves the share going to the 
peasant, but also makes it profitable to undertake investments which 
otherwise would not be economic. The latter result will also require 
that the terms of repayment and the length of loans are adjusted to the 
convenience and capacity of the farmer as affected by the accrual of 
additional income resulting from the loan. The third requirement is to 
integrate credit with assistance in applying new techniques and promot- 
ing better farm management. Even if more credit is given it may not 
promote growth unless these conditions are met. 


But the conversion of static into dynamic credit will also depend 
on other wider considerations. The use of credit to promote economic 
growth depends, for example, on a favorable general climate for eco- 
nomic development, on the success of over-all development programs in 
stimulating demand and developing the other sectors of an economy; and 
on adequate investment in social overhead, especially in transport and 
marketing. It may require land tenure and other reforms to increase 
the share going to the farmer and improve incentives. 


If agrarian reform improves the share going to the farmer, this in 
a sense converts static into dynamic credit because his over-all posi- 
tion is improved; but it arises from a redistribution of income, and 
may only be a once-for-all gain. This is important, but the objective 
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should go further to increasing aggregate output and output her head, 
and plowing back increases in income for further improvement. This 
last desideratum re-emphasizes the necessity for promoting an increase 
in rural savings and their better use. 


Credit will only be dynamic when confined to those farmers who 
have actual or potential capacity to produce beyond the amount needed 
to sustain the minimal levels of consumption required for health and 
efficiency, meet charges and repay the loans. To give "soft credit" by 
including submarginal farmers, whose holdings are too small, or who are 
so inefficient that they will not have repayment capacity does not pro- 
mote growth and may in fact retard it by diverting funds away from pur- 
poses which do. Soft credit will also endanger the credit system. 
Credit may be used, of course, to promote subsidiary occupations, or 
finance the aggregation of holdings so they become large enough to meet 
the test of repayment capacity. But the principle remains, that the 
resources of the credit system should be regarded as a revolving fund, 
not something to be used up. 


This does not mean that submarginal farmers should not be helped, 
or that the credit should not be given for consumption; but the element 
of grant which the former entails should be clearly distinguished from 
credit. Even if the credit institution is the agent of the government 
in dispensing such grants, they should not be the financial responsi- 
bility of the credit institution. 
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MARKETING PROBLEMS OF SMALL FARMERS 


M. L. Dantwala 


[From Proceedings of the Tenth International 





Conference of Agricultural Economists; London, 





Oxford University Press, 1960, pp. 252-25)./ 


These are 
excerpts from 
the original 
paper. 


[in commenting on a paper at the Conference deal- 
ing primarily with marketing, communications and trans- 
port in developed countries, Professor M. L. Dantwala, 
University of Bombay, observed: / 


One point which has great significance in many 
Asian countries relates to the unequal bargaining power 
of those who provide the marketing services (the middle- 
men and the traders) on the one hand and the producers 
and consumers on the other. 


It is a strange feature of the economic system 
that trading profits are generally high in the poorer 


“communities. In India our experience shows that mar- 


keting margins are unconscionably large in the tribal 
areas. Further, although I am unable to adduce statis- 
tical evidence, I think these margins are larger for 
cereals than for industrial raw materials, where the 
consumer-cum-manufacturing interests are well organized 
and powerful. These powerful interests would not per- 
mit trading margins larger than are warranted by actual 
costs and, if and when necessary, they will themselves 
enter the trade. The situation naturally varies from 
commodity to commodity, depending upon the strength of 
the consumer's interest -- for that of the producers, 
with the exception of the growers of plantation crops, 
may be taken to be almost identical. At least, if 

such a differentiation exists between the marketing of 
cereals consumed by a large mass of unorganized consum- 
ers and that of industrial raw materials used in 
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organized industries, it gives added support to the contention about 
bargaining power. 


/Mention has been made / of vertical integration as one of the de- 
vices for reducing price uncertainties. The integration envisaged, I 
presume, is between the producing and the marketing firms. Instead, 
what actually happens is an integration of manufacturing and marketing 
firms or, if not integration, a well-understood liaison. In this case, 
the consequences of vertical integration are entirely different. Where 
a few powerful buyers dominate the market, there is certainly a possi- 
bility of exploitation of the primary producer. I would like to sub- 
mit, however, that no hasty conclusion should be drawn. 


[it has been/ rightly pointed out that mere absence of collusion 
may not be a conclusive proof of absence of exploitation; a non- 
aggressive attitude can be sufficient to modify fully competitive 
prices. But does that mean that aggressive bidding and stubborn re- 
fusal to share the market are necessary conditions of free competition? 
Suppose a non-exploitative co-operative organization (of either manu- 
facturers or consumers) enters the market tomorrow, what would it be 
expected to do? Resort to aggressive bidding to prove its bona fides? 
I would submit that each situation will have to be judged on its merits. 


Before I come to the next question of institutional remedies, I 
would like to hint at another aspect of this problem. In marketing, as 
in farming, there are both big and small operators. The small trader 
is often ineffective in the context of aggressive buying by the big, 
but he may not be ineffective in a situation of less-than-competitive 
prices created by a "non-aggressive attitude" amongst the big operators. 





Regarding the institutional remedies, I would like to emphasize 
that in the absence of comparable bargaining power, many of the im- 
proved devices and regulations may not yield the desired results for 
the protection of the producer and the consumer. Such improvements as 
regulation of up-country markets, grading of produce, provision of 
storage facilities, etc., are of course essential. But, as a study of 
regulated markets in Bombay State showed, even the most stringent pro- 
visions of the appropriate Act were somehow circumvented, and the needy 
seller was not in a position to resist. Thus, the provision that all 
sales must take place by auction in the market place was occasionally 
evaded. The real sale took place outside the prescribed market place 
and the formalities of auction were ceremoniously gone through, the 
original buyer if necessary out-bidding his competitors, since the 
transaction was already completed beforehand. My point is that the ul- 
timate guarantee of good marketing lies in the equality of bargaining 
power as between buyer and seller. Regulation of marketing operations 
and procedures can eliminate crude and obvious malpractices such as 
numerous levies for charitable and other purposes, frauds in weighing 
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and so on, but they may not be fully effective in preventing the ex- 
ploitation of the primary producer. Provision of co-operative credit, 
marketing, and warehousing, however, is on a different footing; for it 
helps to increase the bargaining capacity of the farmer. 
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FINANCE FOR AGRICULTURAL DEVELOPMENT 
E. de Vries ! 


[From "Finance for Development," 

Proceedings of the Tenth International 
Conference of Agricultural Economists; 
London, Oxford University Press, 1960, 








pp. 28)-289./ 
Finance for fagricultural/ development should be 
considered in a wide framework. It can be studied, 
These are discussed, and pursued only in relation to the overall 
excerpts from development of the country or area concerned. In many 
the original cases it would be difficult to isolate agricultural in- 
article. vestment from other types of investment. The underpin- 


ning economic infrastructure, mainly transport, commu- 
nications, and power must be adequate. But the social 
infrastructure, e.g. health services, education, water 
supply, housing, must likewise be taken care of, lest 
the directly agricultural investments should remain 
largely unproductive. Furthermore, agricultural devel- 
opment cannot be isolated from industrial development 
and urbanization. In a dynamic economy these are nec- 
essary to provide markets and an outlet for surplus 
labour. A growing and diversified market for farm 
products, and labour opportunities for rural people 
outside agriculture, are indispensable to make agricul- 
tural development profitable. In this paper I shall 
not deal with this prerequisite, but rather assume that 
it is being provided for. I shall touch only briefly 
upon the economic and social infrastructural 
investments. 





All in all, investments around and supporting ag- 
riculture are quite large, often considerably larger 


E. de Vries is Professor at the 
Institute of Social Studies, The Hague. 
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than agricultural financing per se. In the more immediate agricultural 
field, investments are generally a combination of: (a) private, non- 
institutionalized (both in money and in kind); (b) private, institu- 
tionalized; (c) public. 


The fields of investment can roughly be divided as being: (i) 
permanent land improvement or reclamation; (ii) general services to 
farmers: research, extension and vocational training, and marketing; 
(iii) long-term investment in requisites (buildings, livestock, machin- 
ery); (iv) short-term investment in agricultural production. Consider- 
ing that investments in transportation, education, and so on are 
closely interrelated with agriculture, it is evident that the last four 
categories have no strict borderlines. 


Farmers operate under a great variety of economic, social, politi- 

cal, and technical conditions, and one could hardly expect to find a 
global systematic approach to financing. The diversity in methods is 
so great that one may ask whether there is any relation between the 
structure of agriculture and the pattern of financing. Historically, 
different approaches have been made, in circumstances which perhaps 
vary so much that the differences were justified. But the resulting 
pattern of financing and structure of agriculture bear scrutiny. 


One approach is to provide transport, marketing facilities, and 
markets. The peasant will indeed respond to this with increased pro- 
ductivity where there is enough surplus land. and labour, as the rapid 
development of peasant cultivation of coconuts, rubber, cocoa, coffee, 
and some other commodities for the world market proves. The process is 
ubiquitous; therefore we do not have to search for socio-cultural limi- 
tations. They are technico-economic. As long as only ocean transport 
was plentiful and cheap, the area covered by this recipe was so small 
that rapidly expanding world markets were undoubtedly adequate. Since 
World War I, however, road building, the use of trucks, and increased 
government activities in providing communications in general, have 
brought birtually all areas with good quality surplus land and labour 
within reach of the world market, resulting in danger of imminent 
over-production. 


The second approach is to liberate the peasant from the private 
moneylender or landlord, and to organize governmental or co-operative 
credit. This is indeed a measure of relief where there is a large 
amount of surplus labour on insufficient land. The peasant, however, 
must change from non-institutionalized, flexible sources and non- 
punctual, heavy commitments to bureaucratic, non-flexible sources and 
punctual, not so heavy commitments; and this change is not easy. He 
will try to use both channels of financing and the relief is incomplete 
or temporary. It has become clear also that land reform, by dividing 
large holdings into small independent farm units, generally increases 
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the need for development financing more rapidly than the new opportuni- 
ties can provide for. Co-operative credit societies will flourish when 
the circumstances are favourable but in themselves can do little to 
change the environment if it is unfavourable. As a whole, therefore, 
this recipe has a rather limited effect on development. 


The third approach is to provide for land improvement (irrigation, 
drainage, flood control, mechanical reclamation and reallocation of 
holdings). With modern machinery, governments or semi-government or- 
ganizations can indeed do a lot to improve the capabilities of the soil 
and the opportunities for peasants to raise productivity. Interna- 
tional agencies with advice and funds have done a great deal to assist 
governments. Some kind of permanent land improvement is often a pre- 
requisite for any further movement in the right direction. But experi- 
ence with some of the largest projects all over the world shows that 
often not enough financial resources are available to put the new land 
to proper use. Consequently, the large investments do not give maximum 
results. 


Lastly, efforts can be made to stimulate people to organize their 
self-development (community development and similar devices). This has 
some of the elements which have been lacking in other approaches in the 
past. Indeed, unless farmers themselves learn how to use new opportu- 
nities -- technical as well as economic -- general provisions will help 
but little. Here again, however, experience shows that too often land 
tenure is unfavourable, or marketing and transport deficient, or the 
soil-water relations unsatisfactory, or advisory services lacking. 
More, therefore, will have to be done than just helping people organize 
themselves. 


These are the four most important general avenues of approach to 
the problems of directly or indirectly stimulating and financing agri- 
cultural development. They all are relatively costly in the sense that 
from a macro-economic point of view rather large investments are neces- 
sary to raise production. For land improvement, the ratio of capital 
cost to output varies from around 2.8-3.5 in countries with a favour- 
able land-to-man ratio to 5.5+-7.0 in densely populated areas. In this 
sense, agriculture is a capital intensive industry. 


Society as a whole has such great interest in adequate and expand- 
ing food production in areas with an unfavourable land-to-man ratio 
that subsidies on projects for land improvement which reduce the "pri- 
vate capital coefficient" to around 3.5:1 seem justified. Consequently, 
most long-term financing of permanent land improvement is done through 
governmental or international agencies. This puts a heavy burden on 
the economy of low-income countries. They should draw some consolation 
from the fact that where unutilized labour or local materials can be 
used, the social cost of the investment drops. Governments and 
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communities should, wherever possible, use this device to decrease the 
capital coefficient. However, it is not possible to substitute legal 
measures (land reform, registration or auditing of co-operatives, etc.) 
for substantive investments. Nor is it possible to rely upon private 
initiative alone to make use of overall government provisions (trans- 
port, power, irrigation and the like). Even where these private forces 
are ultimately sufficient to use the new facilities, valuable time is 
lost. 


Agriculture almost everywhere, and definitely during a process of 
changing structure, must be assisted by governments and international 
agencies in financing change and development. If none of the main ap- 
proaches to this problem have been a full success, what then can gov- 
ernments do? Perhaps it is at this point that the more highly devel- 
oped countries have useful experience. Over the last century govern- 
ments and farmers' organizations have increasingly learned to find out 
and relieve bottlenecks in the structure of financing. In countries 
with highly developed private banking, farmers' organizations, internal 
and external markets, governments nevertheless play an important role 
in nearly all fields of investment for agricultural development. Most 
of these countries did not start with planning for overall agricultural 
development. Farmers' organizations and governments have rather 
learned to discover where exactly farmers feel the shoe pinch. By 
doing so, the priority of measures to be taken has shifted from one 
field to another, and all sources of finance have alternatively and 
concurrently been used. Often this may have appeared to be a very 
pragmatic approach, but in fact these activities have brought about the 
successive abolition of bottlenecks, and have thereby also led to the 
disappearance of clear-cut priorities, and essentially to a philosophy 
of comprehensive approach. It should be feasible to speed up this pro- 
cess of trial and error by conscious survey, research and planning for 
a coherent approach. In this the four approaches mentioned above may 
all be useful, and action in all main fields of investment will be 
necessary. 
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A PROGRAM FOR LATIN AMERICAN 
AGRICULTURAL DEVELOPMENT 


[From "An Agricultural Policy to Expedite the 
Economic Development of Latin America," Economic 
Bulletin for Latin America; Santiago, United 





Nations Economic Commission for Latin America, 
Vol. VI, No. 2, October 1961, pp. 7-11./ 


These are 
excerpts from 
the original 
article. 


[The Joint ECLA/FAO Agriculture Division prepared 
this analysis of the problems of Latin American agri- 
culture and the means by which they might be overcome. 
The following excerpts from Part III of this long ar- 
ticle summarize the action recommendations believed de- 
sirable by the ECLA Secretariat and the UN Food and 
Agriculture Organization:/ 


In order to achieve the objectives of a policy of 
accelerated agricultural development and redistribution 
of income, [Latin American/ Governments could give ear- 
nest consideration to a series of instruments and meas- 
ures. All of them are proper subjects for broad inter- 
national co-operation. They cannot be carried out 
efficiently unless a development programme is formu- 
lated for each specific case and programming machinery 
is established on a continuous and permanent basis. It 
should be pointed out, however, that the measures 
listed here are calculated to form a consistent whole 
and should be applied simultaneously. If any one of 
them can be considered a prerequisite to the success of 
the others, it would certainly be land reform. 


Investment in Rural Public Works and in 
the Improvement of the Rural Infrastructure 








The chief objectives of public investment in agri- 
culture are to provide full employment as soon as pos- 
sible to all rural workers who -- in accordance with 
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the targets of agricultural production -- are unable to find immediate 
employment in agriculture proper, to eliminate seasonal unemployment 
and to provide agriculture with the means for producing efficiently. 


The most important projects to be carried out should include, in prin- 
ciple, the following: 


(a) dams, tapping of rivers, canals and other irrigation works 
wherever feasible; 

(bd) levelling of irrigated areas to make better use of the water; 

(c) drainage canals and other works to clear swampy farmland; 

(da) terracing, tree-planting and other soil conservation measures 
wherever required by the topography and condition of the 
land; 

(e) construction of roads of all kinds both to improve communica- 
tions in existing agricultural areas and to open up new areas; 

(f) building of warehouses, silos and storerooms for the storage 
and orderly distribution of products; 

(g) improvement of rural housing and public buildings, particu- 
larly the building and reconditioning of schools. 


Generally speaking, these public works do not require a high input 
of capital and do not therefore affect the balance of payments by need- 
ing substantial imports of equipment. Under these conditions, the 
problem of financing this type of work can be reduced to manageable 
proportions so far as foreign exchange is concerned, and does not pre- 
sent insoluble problems with respect to local currency. Nevertheless, 
a public works programme of the magnitude envisaged here might place a 
considerable financial burden on any Latin American country, particu- 
larly those with a very inadequate infrastructure and where nature is 
particularly stern. In some cases, it might perhaps be necessary to 
introduce methods representing a minimum cash outlay. In other words, 
an attempt might be made to induce farmers who will derive direct or 
indirect benefits from the public works programmes to participate in 
the work of carrying them out, particularly in the case of smaller 
works the purpose and desirability of which are readily appreciated by 
rural communities. 





Land Reform and Supplementary Measures 





(a) Land reform 





The main purpose of land reform as an instrument of economic and 
social development is the redistribution of income and the increase of 
productivity. Land reform calls not only for settlement programmes to 
develop virgin State-owned land and schemes and for the regrouping of 
small holdings into units of more efficient size, but also -- and these 
are its primary purposes -- the redistribution of large holdings, a 
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complete change in the relationship between labour and employers still 
existing in certain areas and certain types of agriculture in Latin 
America, and also the establishment of minimum wages and social secu- 
rity systems. 


The mere redistribution of land resources will not by itself guar- 
antee expeditious, spontaneous and immediate agricultural growth. So 
profound a change requires the simultaneous solution of many problems 
and changes in many aspects of the institutional framework of agricul- 
ture which are different from that of land tenure and bear no relation- 
ship to it. To achieve the aims referred to -- increases in production 
and productivity, redistribution of income and the broadening of the 
market -- over-all agrarian reform should be bolstered by such services 
as will ensure that the new landowners can accurately measure demand 
and co-operate in fulfilling the production targets set in the develop- 
ment programme. From a political point of view, there should be no in- 
superable obstacles, so long as the present landowners are properly 
compensated in accordance with the customs and circumstances of each 
country. 


The financing of land reform -- above all the payment of compensa- 
tion to the former landowners -- is usually considered to be more or 
less impossible. This is not, however, true, and for the following 
reasons: 


(i) Many of the present producers -- particularly in latifundia 
and minifundia -- are producing at the lowest levels of ef- 
ficiency. As rural reorganization of the type outlined here 
would make for a considerable increase in yields, the new 
producers could contribute to the payment of compensation 
over a suitable term and it would not then be necessary for 
the State to assume additional obligations; 


(44) In cases where, for internal reasons, compulsory land reform 
cannot be carried out, and in other cases where the expro- 
priation and reorganization of farms must proceed over a 
relatively long period, a possible solution would be to levy 
taxes directly proportionate to the productive capacity of 
the land. Such taxation would make it possible to hasten 
the process of splitting up the land owned by inefficient 
producers, as they would then be obliged to sell their land 
or hand it over to the State. 


At all events, it should be stressed that taxation of idle or ill- 
managed land is a necessary instrument of land reform, although for 
reasons different from that just outlined. The "price" of the produc- 
tive factor that is land is unnecessarily high for various reasons}; 
among these mention may be made of the relative scarcity of easily 
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accessible fertile land, the social prestige attaching to land owner- 
ship in Latin American society, the reserve value that land represents 
in inflationary conditions, the tax evasion which it permits, etc. In 
such circumstances, land -- in terms of yield on capital -- seems a 
poor business proposition in comparison with investment in other sec- 
tors. The introduction of taxes involving a compulsory increase in the 
supply of land on the real estate market would tend to reduce the price 
of land and, as a result, raise the economic potential of agricultural 
concerns. To the extent that such an aim could be achieved, private 
investment in agriculture and the use of land as a productive factor 
would increase. 


(b) Education and training of personnel 





One of the main factors affecting productivity is the level of 
education of the rural population. In this respect, there are differ- 
ences between the various countries of Latin America; the most notable 
of these, however, is the difference between educational levels in 
rural areas and urban centres. The difference between the educational 
facilities provided in the two sectors is very wide and places the 
rural areas in an extremely precarious position. Consequently, the 
absorption of new agricultural techniques and knowledge is made very 
much more difficult. Illiteracy, which is prevalent among the rural 
population, is not the best of allies for technical progress. 


Accordingly, the need is not only one of increasing the number of 
schools and teachers but also of reforming the type of instruction pro- 
vided in rural communities, placing greater emphasis on practical 
training in more efficient work methods in order to give greater en- 
couragement not only to pupils but also to parents. At other levels, 
intermediate instruction should be given in schools of applied agricul- 
ture, engineering and rural crafts, and the training of experts and re- 
search workers in matters connected with agriculture should be in- 
creased. As regards the latter point, consideration should be given to 
the need for a higher degree of specialization in present courses in 
egricultural science. 


(c) Research and extension services 





To achieve a swift increase in production and an improvement in 
productivity, the use of more advanced farming methods and practices 
must be introduced and made general. The pursuit of higher standards 
of technique implies in many cases the need to: 


(i) investigate the best possible techniques in each case by 
developing the most productive seeds, plants and livestock, 
as well as the best methods of cultivation, livestock care 
and feeding, application of fertilizers, insecticides, use 
of irrigation water, spacing, etc.; 
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(ii) disseminate such knowledge widely among all producers 
through a well-equipped extension service; 


(iii) closely supervise inexperienced farmers through the same 
extension services to ensure the correct use of the new 
techniques during the period of apprenticeship and training 
which will doubtless be necessary. 


In addition, extension services can help to improve the educa- 
tional levels of the adult rural population. The dissemination of in- 
formation on farming methods is really a type of education carried out 
mainly on the farm and in the home. Its chief purpose is to explain 
the production and marketing methods which will bring about an increase 
in income, and to teach rural families how to achieve a more comfort- 
able standard of living. 


(d) Marketing 


The markets for agricultural products in Latin America suffer from 
a strong tendency to price instability. Among the factors accounting 
for this are (i) the seasonal nature of harvests; (ii) the difficulties 
standing in the way of making output match demand, owing to uncertainty 
about weather conditions and yields; (iii) the low price-elasticity of 
demand for some agricultural items in the high-income level importing 
countries; and (iv) the delay with which -- and sometimes the contra- 
dictory manner in which -- supply responds to movements in the prices 
paid to the producer. 


Accordingly, to achieve the increases in supply which a developing 
economy requires, and to raise the income levels of producers, it is 
essential to improve marketing systems by building warehouses, silos, 
refrigeration plants, storage facilities and distribution centres; by 
improving transport facilities and handling and classification methods; 
by establishing market information services and eliminating monopolis- 
tic interests and other middlemen who serve no useful economic purpose. 
In present circumstances, a very high percentage of the price paid by 
consumers for agricultural commodities remains in the hands of money- 
lenders and intermediaries, to the detriment mainly of the small farm- 
ers. The lack of storage facilities leads to considerable wastage of 
agricultural products and this has direct repercussions on farmers' 
incomes. Inefficient marketing tends to rob farmers of the favourable 
effects of expanding demand. The efforts made by a number of Latin 
American countries to improve marketing standards have not only im- 
proved output and raised farmers' incomes but have also contributed to 
reducing the prices paid by the consumer. 
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(e) Credit and subsidies 





In most of the Latin American countries the agricultural credit 
institutions are unable -- for want of funds or owing to legal limita- 
tions, especially with respect to acceptable securities -- to give ef- 
fective support to an agricultural development policy such as that out-. 
lined in the present article. The availability of liberal credit 
facilities adapted to the real requirements and the juridical charac- 
teristics of the new enterprises created by agrarian reform is an 
essential requisite if these latter are to be in a position to equip 
themselves properly and purchase the inputs required by modern tech- 
nique. The system of "supervised credit," which has been successfully 
tried out in several parts of Latin America, might be extended to bene- 
fit all the new agricultural entrepreneurs. 


In addition, consideration might be given, in accordance with each 
country's circumstances, to the granting of subsidies for the purchase 
of seed, stud animals, fertilizers, pesticides and machinery. Simi- 
larly, the transport of these inputs and of the farm produce itself 
might be subsidized. By these means, the farmer's real earnings could 
be improved without the urban consumer's being saddled with price in- 
creases. The burden could thus be shifted to the taxpayer, who bears 
a share adjusted to his income level. 


(f) Industrialization in rural areas 





The establishment of rural industries, and the decentralization 
of industrial development in general, constitutes another means of pro- 
viding employment for rural labour without speeding up migration to the 
towns. This type of work could be arranged on a part-time basis to 
avoid reducing the manpower contingents available at busy seasons. It 
should be noted that many rural industries entail substantial capital 
investment, and sometimes seem to be more highly capitalized than cer- 
tain of the large-scale urban industries in relation to their volume of 
production and the amount of employment they provide. 


The industries that seem best suited to the rural environment are 
connected mainly with the transforming of agricultural commodities and 
include dehydrating and packing of fruit and vegetables, extraction of 
oils, tanneries, dairies, mills, sawmills, etc. Also of interest are 
those producing articles and utensils to serve the immediate purposes 
of farms or works for public use -- such as bricks, tiles, doors, win- 
dows and frames, cordage, and clay or earthenware household utensils -- 


as well as the repairing of machinery and the manufacture of simple 
tools. 
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(g) Living conditions 





A very important aspect of the problem, which is closely related 
to the question of public investment in rural areas, is the direct im- 
provement of the living conditions of country families. In many parts 
of Latin America -- particularly in the tropics -- it is essential that 
the rural areas be sanified and the diseases which reduce the popula- 
tion's energy and capacity to work (such as malaria and filariasis) be 
eradicated. Again, the problem of housing for settled families -- 
already discussed in connexion with the public works programme -- has 
an important counterpart in respect of the migratory labour force, 
which, in moving from place to place, often has to work in highly un- 
satisfactory conditions in the areas where coffee, cotton, sugar-cane, 
etc. are grown. An urgent need in these areas is the setting-up of 
conveniently-situated camps where the migrant workers and their fami- 
lies will find decent accommodation, schools, medical attention and 
other services. Such camps would also enable the necessary nutrition 
programmes to be arranged, especially for children. 





(h) Co-operatives ! 


The establishment of a new institutional framework for Latin 
American agriculture, such as that described, might encounter serious 
difficulties with regard to the organization of the area affected by 
land reform in suitable farm units capable of absorbing modern tech- 
niques. One method of solving the problem might consist in the organi- 
zation of co-operatives. In this connexion, consideration would have 
to be devoted to two principal cases: (i) the organization of cur- 
rently independent small-scale producers, who are running farms of very 
limited size; and (ii) the management of large estates affected by the 
reform. 


From another point of view, co-operatives may play an efficacious 
part in the organization of agricultural credit, commodity marketing 
and the establishment of rural industries. 


Liberalization of Inter-Latin American Trade 





The trade integration and liberalization programmes now being 
launched would afford a good opportunity to expedite the attainment of 
the objectives sketched out in the various sections of this paper. In 
addition to basic institutional reforms, Latin American agriculture 
needs potent incentives to break the vicious circle in which it is de- 


veloping at present and reach increasingly high aggregate levels of i 
production and productivity. The expansion of markets resulting from 
the new arrangements and the possibility of much more efficient utili- 


zation of resources would create the right combination of circumstances 
for the achievement of these objectives. Consequently, if the 











limitations in respect of agriculture which characterize some of the 
programmes already under way are perpetuated beyond what might be re- 
garded as a reasonable initial period of readjustment, they might per- 
haps retard the success of the said programming of economic integration 
and accelerated agricultural development. One way of mitigating the 
adverse effects of such provisions would be to adopt measures aimed at 
the gradual elimination of the real obstacles and at dissipating the 
apprehensions at present entertained with respect to the agricultural 
sector's full participation in the integration process. Such measures 
would primarily involve two basic aspects: (a) formulation of the 
principles that should be incorporated in a properly co-ordinated agri- 
cultural policy for countries on the road to integration; and (b) crea- 
tion of adequate consultation facilities for the purpose of solving 
common problems at the regional level and, in general, for the periodic 
comparison of the measures being applied by the various countries in 
order to adapt the agricultural sector to the overall requirements of 
successful integration. 


In order to adopt appropriate decisions, the Government taking 
part in integration programmes would need to initiate a detailed analy- 
sis of the differences among their countries in respect of costs, 
prices, yields, overall productivity, current cultivation techniques, 
distribution and marketing practices, etc. In certain cases, some 
crops may be superseded by others as the result of integration. But 
there would be no reason for doubt as to the beneficial results of such 
measures, provided that the producers’ income levels were satisfacto- 
rily maintained during the process, and that the changes took place 
gradually and on well-ordered lines. Moreover, integration appears to 
be the only way of eliminating the restrictions which at present burden 
inter-Latin American trade in agricultural commodities, and which would 
seem likely to continue in force until farmers become convinced that 
increased specialization, far from injuring their interests, is one of 
the most effective means of improving their situation. 
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KENYA'S AGRICULTURAL DEVELOPMENT PROGRAM 


[From "Kenya's Swynnerton Plan," 

Foreign Agriculture; United States Department 
of Agriculture, Foreign Agricultural Service, 
Washington, D. C., Vol. XXVI, No. 3, 


/ 


ae 
March 1962, pp. 12-14./ 





A recent $8.4-million loan from the World Bank 
will enable Kenya to expand its African agricultural 


These are programs for another 3 years. These programs have pro- 
excerpts from vided African farmers with land, credit, and know-how 
the original since the inception of the first one in 1945. 

article. 


Largest of the schemes is the Swynnerton Plan to 
intensify farming in African areas of high potential 
production, mainly in the Highlands. It was preceded 
by the Agricultural Land Development Board (Aldev) 
which, since 1945, has concentrated on land and live- 
stock improvement and water conservation throughout the 
country. The new World Bank loan and other funds will 
be used to help Africans establish farms on land in 
parts of the Highlands that had previously been re- 
served for Europeans. 


The Swynnerton Plan, named for its engineer, Roger 
Swynnerton, for many years Kenya's Director of Agricul- 
ture, aims to improve the general level of Kenyan agri- 
culture to the point where each farm will provide a 
subsistence plus a minimum of about $280 a year cash 
income. This, in turn, is expected to develop a market 
and free a labor force for Kenya's growing production 
and service industries. 


+ 


Introduction of cash crops to’ new areas is one of 
the most important facets of the program. African 
farmers are now growing 40,000 acres of coffee, 4,000 
acres of tea, and an increasing number of acres of py- 
rethrum a year, almost entirely for export. Ten years 
ago, these crops were grown almost exclusively by 














Europeans. They now bring $28 million a year to Kenya's African farm- 
ers and contribute 20 per cent of [the country's/ export income. 


The coffee is a high-quality Arabica, grown on a small scale: 
usually about 1 acre or less for each family. In terms of acreage, 
African farmers now grow almost as much coffee as Europeans and more 
than 20 times the 1950 figure. Research, extension, careful cultiva- 
tion, and the prohibition of land subdivision have resulted in yields 
of up to 1,200 pounds per acre. 


Kenya's 118,000 African coffee producers are served by 138 coop- 
erative societies that run nurseries, manage plants that process coffee 
to the parchment stage, and handle marketing. 


Another 30,000 Africans grow pyrethrum, second of the major cash 
crops introduced under the Swynnerton Plan. Kenya is by far the 
world's leading producer and exporter of pyrethrum extract, and African 
farmers contribute over 25 percent of the 9,600-metric-ton annual pro- 
duction. The total is expected to reach 14,000 tons or more in a few 
years, with much of the increase coming from African farms. 


Tea production tells a similar story. Like the coffee, the tea 
produced is of high quality. Because tea is an expensive and time- 
consuming crop to establish, the administrators of the plan thought it 
would be unprofitable to encourage production of poorer qualities. Tea 
requires acid soil and frequent mist plus an initial cash investment of 
about $340 per acre. In addition, factories must be within a few hours 
of the fields. Despite these difficulties, 4,000 acres of tea have 
been planted by Africans since 1957, almost all of it in the Swynnerton 
Plan areas, and the target is 15,000 acres by 1967. Tea is expected to 
rival coffee in importance as an African cash crop in a few years. 


Subsistence crops, mostly corn and beans, were already established. 
Under the Swynnerton Plan, production efficiency was increased, so that 
growers could produce some surplus to sell to the nonfarm community. 


Extension and research also got a boost from Swynnerton Plan 
funds. In 1954, when the program went into effect, Kenya already had a 
very good extension setup, including a corps of African instructors. 
But many more agents and instructors were needed and, in 10 years, an 


extension service two or three times the size of the present one may be 
needed. 


In part, the Swynnerton Plan was developed to meet needs created 
by Aldev. Aldev started as a soil conservation and grazing control 
program. It also administered loans for installation of water sup- 
plies, grazing management schemes, factories to process farm products, 
and loans to individual farmers. However, nothing was done in the 
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areas of land tenure or farm management; these were jobs for the 
Swynnerton Plan. 


In some areas, landholdings had become so fragmented that single 
farmers owned as many as 20 or 30 scattered plots of land -- totaling 
between 3 and 10 acres. Under a program of voluntary land consolida- 
tion, an effort was made to redistribute the land to give each farmer 
approximately the same amount and quality as before but in contiguous 
plots. 


Some 1.9 million acres were redistributed in this way, providing 
land in economical tracts for 275,000 African farm families. However, 
this was not enough and the Swynnerton Plan extended its work to the 
Highlands, the area of most of its current operations. 


The Highlands occupy less than a third of Kenya's land area, some 
71,000 square miles in the southwest. Because of its rich soils, ade- 
quate and well-distributed rainfall, and moderate temperatures, this 
part of Kenya provides nearly all the agricultural production for ex- 
port, mostly on large European-owned plantations, and contains the 
majority of the territory's people. Africans have occupied 60,000 
square miles of the Highlands area and, until recently, the remainder 
was reserved for Europeans. 


Within the past year, land in the formerly European areas of the 
Highlands contiguous to existing tribal reserves has been sold to 
African farmers through a special land settlement board. By 1964, 
20,000 families will be settled on this land, most of them on farms of 
10 to 25 acres. The estimated cost is $41.9 million and about 300,000 
acres will change hands. 


About half the land involved is suitable for mixed farming; the 
remainder for livestock. Typically, two-thirds of the land on each 
African farm will be in pasture and the rest divided about evenly be- 
tween subsistence and cash crops. Along with the land will go credit, 
technical assistance, and farm training. At the end of the 3 years, 
the land involved is expected to yield four times the income it did at 
the outset -- some $10 million a year, most of it cash income for 
African farmers. 


Half the cost of resettlement will be from Kenyan Government re- 
sources, mainly the proceeds of U.K. loans and grants. The rest will 
come from Colonial Development Corporation loans and grants and loans 
from the World Bank and U.S. agencies. 


In all, some $26 million a year, three-fourths of the territory's 
development funds, is allocated by the Kenya Government for agriculture 
and related services. One-third of this amount is earmarked for the 
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Swynnerton Plan. While the outlay is high, the government sees it as 
pump-priming and expects the private sector of the economy to take over 
as soon aS projects become established. 


The plans, as a whole, have been successful. Most of the enter- 
prises to which they gave birth have either become self-supporting or 
been absorbed by the general economy. Through the Swynnerton Plan 
alone, African purchasing power was tripled in 3 years. If anything, 
things have grown faster and bigger than expected. 


Still, there are many problems to be solved. In Europe an indus- 
trial revolution accompanied enclosure, providing a siphon for dis- 
placed labor; a similar outlet is needed in Kenya. With land frag- 
mented beyond efficient levels, people went to the cities seeking work. 
As agriculture is further streamlined in Kenya, more farmers will be in 
need of other work. The Kenya Government is seeking new industry, both 
in large cities and in rural areas. 


The industrial development accompanying the agricultural develop- 
ment program is just one sign of the far-reaching changes brought to 
Kenya. These plans have done more than revamp the economy of Kenya's 
African farmers. In many areas, the very way of looking at life is 
changing. 


Concepts of land ownership replaced those of land use inheritance, 
and private land tenure replaced communal ownership. Young men return- 
ing from World War II to fence off part of their tribes' common land as 
"theirs" gave a large impetus to this psychological metamorphosis. 
Along with this concept of land tenure were instilled ideas of trade. 
and money that never existed before. 
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INTERNATIONAL ASSOCIATION OF 
AGRICULTURAL ECONOMISTS 


Founded in 1929 as the International Conference of 
Agricultural Economists, the IAAE has become the world- 
wide professional organization of men and women concerned 
with the economics of agriculture. Its objectives are 
(1) to foster development of the science of agricultural 
economics in different countries, and (2) to further the 
application of the results of economic investigation of 
agricultural processes and agricultural organization in 
the improvement of economic and social conditions relat- 
ing to agriculture and rural life. 


The IAAE now has a membership of 1,048 members in 63 
countries. Its representative character has grown stead- 
ily and it now embraces the majority of the countries 
where the study of agricultural economics is pursued. 
Members join on an individual basis for a three-year 
period. 


The IAAF holds an international conference of members 
every three years, and publishes the papers and proceed- 
ings. The Tenth International Conference took place at 
Mysore, India, in 1958 and was concerned with the general 
subject of agriculture and its terms of trade. The 
Eleventh Conference, held in Cuernavaca, Mexico, in 1961 
focused on the theme of the role of agriculture in eco- 
nomic development. The Proceedings contain numerous pa- 
pers on the major aspects of the general theme as well as 
comments of the discussants of each paper. Excerpts from 
a few of the papers and comments from the Tenth and 
Eleventh Conferences have been reprinted above. 





The Proceedings of the Tenth Conference were pub- 
lished in 1960 by Oxford University Press, which will also 
publish the Proceedings of the Eleventh Conference. Mem- 
bers of the IAAE are entitled to a free copy of the 
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Proceedings of the most recent Conference and to copies of the Inter- 
national Journal of Agrarian Affairs. Further information regarding 
the IJAAE may be obtained from Dr. Joseph Ackerman, Secretary- 
Treasurer of the IAAE, Farm Foundation, 600 South Michigan Avenue, 
Chicago 5, Illinois, U.S.A. 
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WORLD AGRICULTURAL ECONOMICS AND 
RURAL SOCIOLOGY ABSTRACTS 


Published quarterly in cooperation with 

the International Association of Agricultural 
Economists by the International Association 
of Agricultural Librarians and Documentalists. 


This publication issued quarterly in English is a 
valuable reference for keeping up with currently pub- 
lished books, monographs, articles, etc. from all over 
the world, on all aspects of the two subject fields 
contained in the title. It includes not only the bib- 
liographical details, but also information on the con- 
tents of publications by adding in most cases short 
summaries outlining the essential features of the study 
or the main results of the investigation. The subjects 
covered are classified into 54 categories including ag- 
ricultural policy, land reform, farm management, farm 
labor, farm accounting, agricultural marketing, credit, 
cooperation, etc., as well as closely related subjects 
such as rural sociology, agricultural legislation, 
education, geography and history. An alphabetical 
author index is given at the end of each number, and a 
combined subject and geographical index together with 
a cumulative author index is provided for each annual 
volume. Subscription information may be obtained from 
the North-Holland Publishing Company, P. 0. Box 103, 
Amsterdam, Holland. 
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STATISTICS AND DEVELOPMENT POLICY DECISIONS 


Robert Clower, George Dalton, and A. A. Walters 


This is an 
original 
article. 


[one of the necessary conditions for development 
planning is the availability of statistical data concern- 
ing the main aggregates of the economy and its more im- 
portant sectors. Yet, in many underdeveloped countries, 
reasonably reliable estimates -- not to mention actual 
data -- are lacking. Development planning cannot be 
postponed until comprehensive and detailed statistical 
series have been prepared. Hence, it is necessary to 
use a variety of estimation techniques and other "Sshort- 
cuts" for providing the minimum quantitative basis for 
planning. Such data can and should be continuously im- 
proved and extended in the process of implementing de- 
velopment plans. 


In 1960, in response to a request from the Liberian 
Government for assistance in developing the statistical 
series and other quantitative measures necessary for de- 
velopment planning, the Agency for International Devel- 
opment (at that time the International Cooperation 
Administration) asked Northwestern University to organ- 
ize and send a Mission to Monrovia for this purpose. The 
Mission was headed by Professor Robert Clower, Chairman 
of the Department of Economics at Northwestern Univer- 
sity. He and two other senior staff members of the 
Mission -- Professor A. A. Walters, who holds the Chair 
of Econometrics and Statistics at the University of 
Birmingham, and Dr. George Dalton -- summarize in this 
original article their experiences in helping Liberia's 
Bureau of Economic Research and Statistics improve sta- 
tistics for use in development policy decisions. / 


Western economists, who come to do statistical work 
in an underdeveloped country like Liberia, discover 
quite quickly that they do not possess any general theory 
to help them decide which statistics to collect, or, in- 
deed, how to collect them. Particularly if they have 
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had previous experience in empirical surveys of other underdeveloped 
areas, however, they soon learn how not to be useless within the con- 
straints set by the local scene. 


In this article, we describe the criteria we used to decide which 
statistics to collect and the ways we collected them. The local limi- 
tations and the criteria and techniques we used were closely connected. 
We then go on to describe the more important statistics we collected 
and some of the development uses they serve. 


Constraints, Criteria, Techniques 





Until the end of World War II, the Liberian Government neither 
conducted any significant research and planning operations nor con- 
ceived such activities to be necessary governmental functions. The ex- 
planation is straightforward. From the founding of the Republic in 
1847, the problem of national survival effectively absorbed all re- 
sources over which the government could gain control. At least three 
factors contributed to this lack of concern with statistical research: 
one was the lack of domestic revenue to finance even the most basic of 
governmental services (as recently as 1950, for example, Government of 
Liberia revenue was only $3.9 million), and the inability to borrow 
from abroad. Another was the socio-political -- indeed, physical -- 
isolation of the settler community from the tribal interior. Without 
roads, communication facilities, a common language and practices making 
for national unification, the effective Liberian nation consisted until 
after World War II of Monrovia and the coastal counties. Finally, 
there were no technically-equipped Liberians to conduct effective re- 
search and planning activities. 


Contrary to popular belief, relatively large amounts of reliable 
economic information are available in Liberia. Indeed, the concentra- 
tion of Liberian economic activity in a few production lines -- rubber, 
iron ore, construction, and trade -- and the centralization of politi- 
cal and administrative operations in the Monrovia area, make data col- 
lection much less expensive and time-consuming than might be antici- 
pated on the basis of experience in larger and economically more 
diverse countries. We found, for example, that considerable amounts of 
useful information were available in the records of concessions and 
other business firms: data on employment, payrolls, prices, markups, 
freight charges, external trade, warehousing and transport costs, etc. 
But nothing had ever been done to establish a regular flow of data from 
these records into appropriate government departments, much less to 
organize and analyze such information as had been collected from time 
to time, or to advise those in authority in its proper use. Thus, for 
many significant aspects of the economy, what was lacking in Liberia 
was not information, but organized information; not statistics, but 
statistical summaries and analyses. 
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Aside from the lack of local statistical resources -- personnel 
and usable data series -- a major constraint on our choice of studies 
was set by our contractual obligation to concern ourselves with infor- 
mation needed for important policy decisions. Above all, our work had 
to be useful to the Government of Liberia in making decisions of eco- 
nomic significance. This immediately made it necessary to decide which 
components of the economy were important and which statistical measures 
could reasonably be fitted to them. 


Thus, it was obvious that we had to concentrate our statistical 
resources in areas where the cost of a mistake in government policy, 
due to lack of information, would be high. But this criterion could 
not be an absolute rule since we also had to consider the productivity 
of our own statistical efforts in terms of the data produced; that is 
to say, we had to gauge the cost of data collection against its ex- 
pected productivity as well as produce data useful for important policy 
purposes. The effort involved in collecting the various types of data 
had to be taken into account and this cost relationship had to be inte- 
grated into the decision-making process. 


One's first reaction to a "maximum net benefit" criterion is that 
it is difficult to apply in practice. And this is true. We cannot 
make nice cost-benefit calculations of the kind required for perfect 
observance of the rule. Even the immediate statistical results of a 
man's endeavor cannot usually be forecast at all precisely; one does 
not know what the results are going to be until they have been tabu- 
lated. Nevertheless, as a conscious guideline, the criterion is useful 
to remind us of the need to avoid waste: one maximizes where one can. 
The experienced and efficient economist or economic statistician uses 
his judgment, his intuition, and his knowledge of outcomes in other 
fields of applied statistics and perhaps even in other countries. Un- 
consciously he may in fact employ a mixed bag of guesses, intuitional 
"feel and smell" and "back of envelope" calculations before committing 
his resources to even the first stages of statistical inquiries. It is 
an interaction process which starts with little bits of known fact 
worked back and forth to make them firm and sensible. Like a good gen- 
eral, the economic statistician continuously surveys his fields to see 
whether effort should be switched from one job to another. 


When we started to collect data in Liberia, our first intuitions 
were that we should form a matrix of transactions and collect data for 
household expenditure studies. We discovered in a very short time that 
our first judgment was quite wrong. Data for these projects were dif- 
ficult to collect and were not in fact of much interest for formulating 
government policy. Our resources were thereupon switched to areas 
where -- now that we had learned some things -- we thought the really 
big pay-offs were to be had. These were the national income and expen- 
diture accounts, the concessions sector, the government accounts, the 
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Port of Monrovia, the conditions of labor supply, and road building and 
transport. As results accrued, it became apparent that we had, indeed, 
picked some winners -- and these were the first four in the above list. 
True, some interesting data were also collected for roads, labor sup- 
ply, small rubber farms, palm oil production, retail and wholesale dis- 
tribution, etc. But these projects were clearly subsidiary to our main 
task of shedding light on those areas where crucial decisions were to 
be made by the Government: i.e., the distribution of income, the fu- 
ture of the concessions, investment in ports and the allocation of gov- 
ernment expenditure. 


In a word, one does not come to Liberia from England or the United 
States with an already determined set of all-purpose statistical meas- 
ures to be applied to local data which one presumes someone else has 
already collected. Rather, how one decides to work is the result of an 
interaction process between what one tentatively thinks is important 
and its initial confrontation with whatever pertinent data one is able 
to collect. If one is fortunate, the result is to learn quickly what 
is important and how it can in fact be realistically measured and the 
statistics made serviceable for development policy. There is a ping- 
pong effect between what is important in this economy and the measure- 
ment of whatever data one can contrive to make relevant. 


Three Sets of Statistics 





To illustrate the ideas outlined above, we shall describe three 
sets of statistics we collected and analyzed: the reclassification of 
government transactions, the data on foreign concessions, and, finally, 
the national income and expenditure accounts of Liberia. Methodologi- 
cally, two points of interest deserve emphasis as being pertinent to 
underdeveloped countries in general. The first is that each of these 
statistical sets differs sharply from the others. The second is that 
the national income accounts and the functional classification of gov- 
ernment expenditures contain some unorthodox components which reflect 
the unique structure and performance of Liberia as compared to other 
countries. A point of interest here is the need to adapt orthodox 
measures (such as National Income) to the special conditions prevailing. 
The. gradual integration of the data into the aggregate income and ex- 
penditure accounts was especially revealing in that it soon pointed up 
areas where it was important to gather more information, or, indeed, 
where we could afford to be slipshod. 


Economic Classification of Government Expenditures 





The accounts of the Government of Liberia are maintained predomi- 
nantly on a cash basis, not in terms of credits and debits. In this 
respect its accounts are no different from those of many advanced 
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countries, such as the United Kingdom. Similarly, no clear distinction 
is drawn between capital and current items, except that certain trans- 
actions of a predominantly capital nature are hived off into a "devel- 
opment" budget. Our main task was to see how much government money was 
being spent on various services (e.g., education, diplomacy, etc.), and 
to divide the transactions into current and capital. In the functional. 
classification, the guides provided by UN Economic Commission for 
Africa publications were most valuable. But the success of the classi- 
fication depended on the basic data themselves. 


The main shortcoming of the government accounts was that, in some 
cases, expenditures were incorrectly or insufficiently described. An 
important advantage, however, was that the items were often laid out in 
elaborate detail and very small expenditures appeared as separate en- 
tries. Here we were fortunate in having a Treasury official directly 
assisting us in inquiring into detailed items. The budget of Liberia 


is so small that it was possible for one man to know the details of 
most of the transactions. 


One or two surprising statistics emerged. Expenditure on educa- 
tion, both current and capital, amounted to only 10 percent of total 
government expenditures. This needs to be increased substantially. 

The "conduct of foreign affairs" was just about equal to expenditure on 
education. This reflects the high cost to a small underdeveloped coun- 


try of maintaining diplomatic relations in today's world of many 
nations. 


A more general feature of the accounts, and one that is perhaps 
typical of developing countries, is the high capital expenditure -- 
about one-third of total government outlays. Part of this represents 
the Government of Liberia's equity participation in an iron-ore conces- 
sion, but an equally important part is for social capital and -- in the 
hideous jargon of development literature -- infrastructure. 


Concession Statistics 





One of the astonishing features of Liberian fiscal administration 
is that the foreign concessions, which are the giants of the economy -- 
two firms accounted for 40 percent of total government revenue between 
1951-1960 -- do not file statistics and reports at a central government 
regulating agency. This is an important gap in both qualitative 
(descriptive) and quantitative statistics relating to concession ac- 
tivity. Fortunately, there are relatively few concessions, and they 
are under legal obligation to provide data to an agency of the Govern- 
ment of Liberia. By interview and written request, and analysis of 
foreign concession agreements, we collected information about conces- 
sion investment, employment, wage rates, sales, costs, profits, land 
areas, tax provisions, welfare and training services, and future plans. 
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While most firms were willing to supply us with the necessary 
data, we encountered some difficulties in getting details of costs. 
Wage costs were always supplied quite readily, but in one or two cases 
of large concessionaires no other cost data were provided. This is 
not too surprising since we found that even in its income tax return, 
the non-wage costs of one of the largest concessions were not itemized; 
only a lump sum was revealed. 


There were a number of policy lessons derived from the concessions 
study. We shall mention just two. First, the statistics showed that 
more detailed and careful accounting for tax purposes would yield sig- 
nificantly increased revenues to the Government of Liberia. Second, 
greater precision in drafting concession agreements was clearly neces- 
sary. Loose legal phraseology had a considerable impact on interpre- 
tation and the actual operation of concessions. Such stipulations as 
"accounting procedures shall be those of standard practice" leave un- 
answered the question of standard practice where -- in Liberia, or in 
Europe and America? 


National Income and Expenditure Accounts 





The national income and social accounts of Liberia formed the 
pivot around which most of our data were collected. They gave us a 
first idea of the unusual features of the economy and where the levers 
of policy could be applied most effectively. The accounts also re- 
vealed important facts about the distribution of income and the pattern 
of expenditure in Liberia. 


In collecting and portraying national income data it was obviously 
desirable to change the usual classifications to reveal important as- 
pects of Liberian economic performance. The availability of relatively 
good statistics for foreign concessions and their predominance in the 
national economy as employers, investors, exporters, and de facto man- 
agers of the largest port in Liberia naturally suggested that we re- 
gard concessions as a special sector. This we did with some success. 
The definitions of the other two sectors -- "government" and "private 
other than concessions" -- were dictated largely by the data and time 
available. 


The main sources of data were (a) figures which had already been 
collected but not tabulated or analyzed (Cig. ; crop survey data, and 
information on freight charges); (b) tabulated information published by 
the Government of Liberia (e.g., import and export statistics); (c) 
special surveys to disclose critical ratios (e.g., we carried out a 
small-scale inquiry to find the "mark-up" on landed price of imported 
goods). 
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We began with excessively ambitious ideas about what we could rea- 
sonably expect to measure, but gradually reduced the number of separate 
income and expenditure categories to the items included in the follow- 
ing illustrative table: 


INCOME 


1. Wages, salaries and supplements: 
a. African 


b. Non-African 


2. Net money income of tribal households 
(exclusive of money wages) 


3. Gross business surplus (including rents): 
a. Concessions 
b. Other firms and persons 

4. Profits from government enterprises 


5. Interest on productive government debt 


6. Indirect taxes and fees 


EXPENDITURE 





{. Current goods and services; 
a. Households in money economy 
b. Tribal households 
ec. Government 


8. Gross domestic fixed capital formation: 
a. Concessions 
b. Other business concerns and 
households 
ec. Government 


9. Net increase in inventories 
10. Exports of goods and services, minus 


imports (f.a.s.) 


Our estimate of gross domestic money income at market prices was then 
obtained by summing items 1-6, of gross domestic money expenditure by 
summing items 7-10. 
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The procedures used to estimate the major components of income and 
expenditure were extremely varied and in some cases indirect and piece- 
meal. Only a partial summary can be given here; anything more would 
require a detailed account of unique features of the Liberian economy 
and its very uneven statistical sources. 


Every effort was made to cross-check estimates arrived at by one 
route with estimates based on data from complementary or substitute 
sources. Fortunately, having some very precise data on iron ore and 
rubber output helped us reduce errors on some income components for 
which there were no direct data. Our final estimate of African wages, 
salaries and supplements represented a compromise among three separate 
measures, each based on partial information from concessions, other 
business firms, and government. The estimate of current expenditure on 
goods and services was a composite figure derived from two separate 
measures, one based mainly on import statistics (which may be regarded 
as Liberia's "census of manufactures"), the other based largely on in- 
come tax data indicating cost of goods sold. 


imilarly, the estimate of gross domestic fixed capital formation, 
based initially on direct information from foreign concessions, other 
firms, and government, was later checked by an independent estimate 
based on imports of capital goods and their components plus labor in- 
put, and then checked again by yet another estimate via income tax rec- 
ords, information on inventory change, and data on construction 
activity. 


We cannot claim that the figures finally arrived at were as reli- 
able as those for developed economies. We do claim, however, that they 
ere sufficiently reliable for practical policy-making, and that they 
were the best that could be prepared without undue concentration of ef- 

fort in too few. areas. 


The most important weakness in the national income accounts was 
the lack of direct data on the operations of private non-concession 
firms. Fortunately, most of the sales of these firms were covered in 
government and concessions accounts, and were reported in income tax 
returns for several recent years. A survey of selected businesses was 
initiated to fill remaining gaps. 


The single most noteworthy feature of the aggregate income esti- 
mates was the very small fraction of income (less than 25 percent) dis- 
bursed to African wage earners. (We are now realizing that even this 
estimate was somewhat overgenerous.) Although the tribal sector com- 
prised more than two-thirds of the population, it received only about 
one-quarter of gross income (both in money and kind). At the other end 
of the scale, concessions accounted for about 40 percent of total gov- 
ernment revenue, employed less than 40 percent of the wage and salary 
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labor force, but accounted for 65 percent of gross profits, and more 
than 35 percent of national income. 


On the expenditure side, the most revealing statistic was the high 
level of fixed capital formation; it was about $50 million in 1960. 
This represented more than 35 percent of the gross national product at. 
market prices, a higher proportion than’ that reported for any country 
in the United Nations Statistical Yearbook for 1960. Nor was 1960 a 
particularly unusual year in this respect; provisional estimates for 
earlier years indicated that for some time Liberia has been among the 
fastest growing economies in the world. Our preliminary data for 1961 
suggested that the rate of expansion is still rising. 


The policy implications of these and related findings are numerous. 
Liberia's "open door" policy towards foreign investors has been ex- 
tremely effective in initiating some lines of development, and espe- 
cially in production for export. But it has created an economic struc- 
ture which makes Liberia peculiarly vulnerable to fluctuations in 
business activity abroad and strains Liberia's labor resources. Impor- 
tant government decisions regarding monetary policy, economic planning, 
education and training must allow for these factors. The national ac- 
counts provide an indispensable factual basis for intelligent action: 
without these accounts government policy in such a rapidly growing 
economy could not possibly avoid serious mistakes. 


Lessons Learned 





After this cursory survey of some of the problems of collecting 
and interpreting economic data in Liberia, we can summarize the main 
lessons we learned. The first is that one requires a theory which 
tells one what statistics to collect. The criterion we used was rough 
and crude, but we are sure that it made us much more efficient. Second, 
the work taught us that the relatively abundant data collected, some- 
times rather wastefully, by government agencies could nearly all be 
used to shed light on problems of economic policy if it were carefully 
corrected, analyzed, and pieced together with data collected elsewhere. 
The figures required a lot of processing and great care had to be ex- 
ercised in interpretation; consistency tests were never more important. 
But even bad figures could be used -- especially if we had some idea 
of how bad -- and they were usually better than none. 


Third, the training of Liberians to carry on our work and to pro- 
vide a nucleus of staff for a future planning agency were clearly im- 
portant needs we should have helped to meet. We have not been success- 
ful at this job, partly because the day-to-day research in which we 
were engaged was exceedingly time-consuming and left very little time 
for training. In some measure also, our failure is attributable to the 
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absence of suitably educated Liberians who were free to undertake these 
tasks. All the competent Liberian officials we encountered had vol- 
umes of administrative work which could not be postponed. The only 
personnel available for training were those with no more than a high 
school education and an imperfect knowledge of English and arithmetic. 
Attempting to train them in national income accounting would have re- 
quired so much time as to necessitate a substantial reduction in our 
survey and analytical work. 


In conclusion, it is most important to stress that economic re- 
search in underdeveloped areas requires people trained in statistical 
theory and economic statistics as well as economic theory. They must 
relate facts and theories, and make judgments of what is and what is 
not important. These skills come with experience, with handling data, 
analyzing facts, and using theories. Unfortunately, the teaching of 
the social sciences has not developed far along these lines: too often 
we polarize to the aridity of pure theory or to the casual description 
of institutions. But if the social sciences are to be useful in prac- 
tical planning in underdeveloped countries, we must rub our theorists’ 
noses in the facts. In Liberia, as in other underdeveloped countries, 
economists must learn to quantify usefully, even where statistical 
sources are bad, and to use their tools of analysis with imagination 
and vigor. 
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GUIDELINES FOR PUBLIC ENTERPRISES 


John Kenneth Galbraith 


[From "Professor Galbraith Stresses Need 
For Bigger Surpluses From State Concerns," 
Capital; Calcutta, Vol. CXXXXV, No. 3640, 
22nd December, 1960, pp. 901-903./ 


These are 
excerpts from 
the article. 


[In 1959, when he was still Professor of Economics 
at Harvard University, Ambassador John Kenneth 
Galbraith visited India and prepared two notes at the 
request of the Indian Planning Commission. The first 
dealt with foreign resources for the third development 
plan, then in process. of preparation. The second was 
concerned primarily with the policies and operations of 
the various types of public enterprises in India. 
Ambassador Galbraith's second note, though written 
three years ago, is by no means out of date. Portions 
of it relevant to the problems of public enterprises 


not only in India but in all countries -- developed and 
underdeveloped, capitalist or socialist -- are reprinted 
here. 


The problem of earnings and investment in the pub- 
lic sector is especially urgent. Until now, the most 
difficult problem in Indian planning has been where to 
get resources for investment. Everything turns, or 
seems to turn, on what can be mobilised in taxes and 
voluntary savings at home and what can be obtained in 
loans and grants from abroad. 


Obviously, a prime aim of India must be to plan 
its way out of reliance on such uncertain and exiguous 


John Kenneth Galbraith is 
United States Ambassador to India. 
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sources of domestic savings. (Foreign resources present a somewhat 
different problem.) To give people income and then remove it by taxa- 
tion, inflation, or appeals to thrift is an inefficient and self- 
limiting procedure. In both the capitalist and the communist coun- 
tries, investment is in very large measure frou the earnings of the 
industrial enterprises. These accumiiate a surplus which becomes 
available either for their own exparsion or elsewhere. The enterprise 
thus assumes responsibility for both the technical side of its own 
growth and improvement and also for getting the requisite resources. 


Something very like this must happen in India, as all Indian 
economists recognise. Industrial plants must take on their full job, 
which is to be efficient producers and to accumulate the surpluses 
which will provide for future expansion. It is very important that 
these surpluses be immediately identified with such further expansion. 
Otherwise they may become the target of workers in the industry who can 
easily be persuaded that they have a privileged claim on them, and con- 
sumers may also insist on low prices as in the [recent / case of rail 
passenger travel. The result will be small surplus (or none) and hence 
no resources from this source. That I have called post office social- 
ism -- public ownership that contents itself with avoidance of loss or 
a modest profit which it returns to the treasury -- will inevitably 
prove a stagnant form of economic organisation. 





I now come to another and somewhat related point. The proper 
organisation of the great establishments is not the only problem of the 
public sector. There is also the task of generating effort and enthu- 
siasm in small activities -- those of the villages, extension blocks, 
cities and perhaps also the States. The need for this is well recog- 
nised and is, indeed, one of, the recurring themes in Indian discussion. 
The best planning provides people with an opportunity for doing what is 
beyond the mind and even the imagination of the planners. 


But the things that arise here in the public sector -- expanding 
local control over local public finances, the sponsorship and develop- 
ment of local industries, the organisation of volunteer labour effort, 
of co-operatives, the provision for a period of rural service by uni- 
versity graduates -- have little relation to the problems of organising 
steel production or fertiliser manufacturing. They require a different 
organisation and, to a considerable extent, they call for a different 
type of mind. This type of public activity and enterprise will be 
blighted if it is too closely identified with ordinary large-scale in- 
dustrial development. 





We may think, indeed, not of one public sector but three. One 
sector is concerned with bringing totally new industries into existence. 
This has been the important sector so far -- it has been creating such 
industries as electrical generation, fertilisers, iron and steel. The 
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second sector, an outgrowth of the above, is concerned with the opera- 
tion, expansion and regeneration of the existing industries and with 
providing capital for the establishment of new industries. Finally, 
there is the wholly different sector which seeks to develop local re- 
sponsibility and the release of local energies. By way of making this 
more explicit, let me suggest in summary form, without extensive argu- - 
ment, what each sector involves. I hope this will not be taken as any 
sort of final suggestion but rather as a basis for discussion. 


(1) The three parts of the public sector may be denoted as fol- 
lows: sector A -- initiation; sector B -- operation, expansion and 
financing; and sector C -- spontaneous development. 


(2) The initiation sector will be concerned with the launching of 
entirely new industries. This, as in the past, will be a ministerial 
function. However, this does not preclude the granting of more auton- 
omy of effort than at present to companies developing new industries. 
And existing public firms should often be called upon to foster and de- 
velop new ones. Still, initiation is a distinct function. It calls 
for decision as to what and where, and in the early stages of creation 
of an industry, considerations of efficiency and earnings are not 
vital. It is getting things started which counts. This stage of ini- 
tiation has principally characterised the industrial public sector in 
India up to this time. However, a new phase is rapidly approaching. 


(3) The operation, expansion and financing sector embraces those 
industries which are now fairly well launched. While in the initiation 
sector, a considerable measure of ministerial initiative and supervi- 
Sion may be necessary, in the operation, expansion and financing sec- 
tor, ministerial supervision and intervention must shrink to a minimum. 
Civil service decision-making is inevitably and properly slow and de- 
liberate and demanding in quality. Operating decisions must be prompt 
and they need not always be right, for most such decisions are revers- 
ible. So ministries have as their principal function selection of good 
managers supported by competent (though not powerful) boards and the 
provision of firm but workable rules by which the public enterprises 
shall live, covering, in particular, recruitment and labour relations, 
accounting and financial procedures and procurement policies. While 
the rules should effectively exclude dishonesty and favouritism, it 
should be remembered that excessive precautions can be very costly. 
Rules should be enforced not by advance clearance but by post-audit. 
Ministries must hold the companies responsible for results. To this 
end, officials should never be members of the boards. If they are, the 
autonomy of the enterprise will almost certainly be lost as the board 
becomes a link in tHe civil service hierarchy. Parliamentarians must 
have clearly in mind that when they question individual decisions of 
companies, they force ministries to protect themselves by asking for 
advance knowledge and approval of all decisions. This destroys the 
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autonomy and hence the effectiveness of the public enterprise. And 
again, it mst be stressed, the public enterprise must be free even to 
make mistakes, for these are inevitable in efficiently rapid 
decision-making. 


(4) The success of the operation, expansion and financing sector 
will be measured broadly by the efficiency of its operations -- its 
ability to organise ample production at low cost and to sell at rem- 
nerative prices. (Control of prices is a separate chapter. To the 
largest possible extent, they should also be under the control of the 
enterprise. Then prices will not be an excuse for low earnings. This 
decentralisation of price-making has been a major accomplishment of re- 
cent Yugoslav experience. However, there will be cases, electricity 
and doubtless steel are examples, where central or group price setting 
is inescapable.) This means that there will be earnings -- profits -- 
and these are the most important test of the effectiveness of public 
enterprise. (As a measure of performance, Russia attaches about the 
same importance to profits as the U.S.A.) Production is not the only 
task. The existing concern is also the logical agency to undertake ex- 
pansion in its own line and even to bring into existence related indus- 
tries. When it is efficiently organised for operation, it will usually 
be efficiently organised for expansion. In any case, it will be more 
effective for this than a wholly new, inexperienced and untested 
organisation. 





(5) Expansion and operation in this sector should be tied to- 
gether by the financing function. When a firm is given an expansion 
target, it should be asked to prepare a plan for financing it. This 
plan would have the first claim on earnings. It would come to the Gov- 
ernment only for what would not be supplied from earnings. If the ex- 
pansion schedule does not absorb all the planned earnings, these should 
be used to repay capital and thus become available for investment in 
other industries. A public development bank is a logical part of this 
sector. 


(6) These accounting procedures, which incidentally are also 
broadly common to capitalist and socialist countries, have the great 
virtue of keeping the essential character of the enterprises and their 
tasks in the public view. Thus if the enterprise is obliged to use its 
earnings for the planned expansion rather than return them to the 
Treasury, their use for development will be clear to workers and con- 
sumers. They will be less likely to assert a privileged claim on the 
assumption that they are profits in the old sense. It will be seen 
that excessive wage or salary claims or indeed any waste -- is at cost 
to the nation's development. 


(7) Time does not allow me to comment on the spontaneous develop- 
ment sector which I think has great possibilities. Development is not 
confined to the great industrial enterprise. As a growing body of 
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opinion in India clearly realises, much must be done -- always speaking 
of the public sector -- in releasing the energies and efforts of local 
bodies and organisations. Community development is an important begin- 


ning, but I hazard the guess that opportunities here have scarcely been 
touched. 


(8) These are hurried comments. As I have observed, they are in- 
tended more to provoke discussion, not answer questions. I have assumed 
that India has made a firm decision in favour of a public sector. But 
this decision is the beginning, not the end, of the discussion. In the 
old days, the principal enemy of public enterprise was, no doubt, those 
who disapproved of socialism. Now it is socialists themselves. For it 
is socialists who refuse to consider seriously the peculiar require- 
ments of the modern productive enterprise, whether public or private; 
who decline to give it the autonomy it must have; who destroy it by 
meticulously passing on its decisions and thus forcing upon it an in- 
tolerable and unworkable centralisation; who decline to see that the 
organisation of public enterprises must keep pace with new conditions 
and new tasks; who are careless about the standards to which management 
of the enterprises must be held; and who, on occasion, encourage work- 
ers and consumers to appropriate the surplus on which expansion and 
growth depend and without which there will be stagnation. Above all, 
it is socialists who are responsible for the paralysing belief that 
success is a matter of faith, not work. 


In many parts of the world, including India, there is in fact no 
real alternative to extensive public enterprise. And while public 
enterprise is often successful, the record is highly uneven. It is 
sufficiently imperfect so that no one concerned with the success of 
economic development can take it for granted. 


Capital, Weekly Journal of Commerce, 
Industry and Finance, is published at 
5, Mission Row, Calcutta 1, India./ 
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A PROGRAM FOR VOCATIONAL TRAINING 
IN PEASANT AREAS 


[From "Vocational Training and the Establishment 
of Service Workshops in a Poor Rural Area: 
The Experience of the Andean Indian Programme," 
International Labour Review; International 





Labour Office, Geneva, Vol. LXXXV, No. 2, 
February 1962, pp. 129-147./ 


These are 
excerpts from 
the article. 


[In 1954, the governments of Bolivia, Colombia, 
Ecuador, and Peru started the Andean Indian Programme 
with the cooperation of several United Nations special- 
ized agencies, including the ILO, FAO, WHO and UNESCO. 
This is a comprehensive program to increase the pro- 
ductivity, living standards and health of the Indian 
peasant population of the mountain areas. The Andean 
Indian Programme is described in the International 
Labour Review, Vol. LXXXIV, No. 6, December 1961, 
pp. 423-461. As part of this continuing effort, the 
ILO undertook to help organize a program to provide 
training in modern mechanical and other skills in the 
rural areas. The results of this program to date are 
described in this report, excerpts from which are re- 
printed here. / 








One of the problems which arise while industri- 
alisation is going on is that of absorbing the large 
numbers of workers who come from rural districts where 
there are inadequate educational facilities into indus- 
trial employment. Apart from the measures taken in the 
towns and in industry itself to give workers from the 
countryside a chance of acquiring new skills, knowledge 
and habits, it is also advisable to try to include vo- 
cational training schemes suited to the needs of the 
people and the facilities available in the country in 
any development programme catering for rural 
populations. 
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This was the line taken in planning the Andean Indian Programme. 
It was considered from the start that vocational training was one of 
the most effective means by which educational and economic standards 
among the Indians could be raised. The reason is that vocational 
training in a primitive environment can help to "kill two birds with 
one stone." Teaching people how to work with materials like wood and 
iron has an educational value in that it raises the trainees' general 
standard of knowledge; in addition, it has an economic value in that 
they learn from it how they can improve their everyday living condi- 
tions (e.g. their homes, household utensils, their tools, etc.). The 
training courses, apart from their intrinsic educational usefulness, 
equip individuals for gainful employment, either as handicraft workers 
in their villages of origin or in nearby communities or, alterna- 
tively -- should they decide to settle down in industry or the 
cities -- as wage earners in industrial and agricultural concerns in 
the region or in distant industrial centres. 


Approach and Working Methods 





The first step was to study the needs and potentialities of the 
Indian villagers -- which vary according to the level of education of 
individuals and the social structure, technical development and eco- 
nomic habits of the communities in which they live. Another aspect was 
the demand for skilled and semi-skilled labour in the neighbourhood and 
in more distant towns, or that which could be expected to arise as a 
result of national or regional development plans. The choice of the 
methods to be used was another problem. For this purpose it was as- 
sumed that the Indian communities could be divided into three types: 
agricultural without mechanisation, agricultural with mechanisation and 
incipient handicraft industries, and rural with prospects of develop- 
ment for small-scale industries; that the training would have to be 
given to young people and adults who would, as a rule, have had only a 
short spell of primary education followed by a fairly long period with- 
out any instruction at all; and that the length of the courses would 
have to be adapted to the habits and leisure time of the Indian villag- 
ers, whose working days and seasons are dictated by the extreme rus- 
ticity and poverty of their way of life. 


In view of these features and the two aims mentioned earlier -- 
elementary vocational training to improve local living and working con- 
ditions and instruction in typical jobs belonging to the basic trades -- 
two approaches towards the training of the Indians were adopted in the 
Andean Indian Programme. One of them, which was centralised, involved 
holding courses for young people and adults in quite highly mechanised 
workshops set up for the purpose at each action base. The other -- the 
decentralised approach -- consisted of encouraging the opening of rural, 
communal, or handicraft workshops at various points in the area covered 





by each action base, reliance being placed on the efforts of the 
Indians themselves, with help from the base, and especially from the 
vocational training department at the central workshop. 


A typical central workshop consists of a carpentry section and a 
metworking section, each of them catering for between 10 and 15 
trainees. The latter section is organised to give training to lock- 
smiths, tinsmiths, blacksmiths, welders and vehicle and motor mechanics 
(who are also trained to repair electrical installations). The sylla- 
bus in each workshop is designed to achieve the following objectives: 
to give basic vocational training to young people and adults so that 
they can set up as handicraft workers in the area or find jobs in min- 
ing or industry; and to facilitate the extension of elementary voca- 
tional training in the Indian villages by, for example, providing 
training for demonstrators or instructors in the village workshops and 
acting as a place where all the vocational training staff in the sphere 
of influence of the base can meet from time to time. 


Initially the I.L.0., at the Governments' request, selected two 
international instructors with special experience in the teaching of 
trades involving carpentry and metalworking for each of the central 
workshops. Subsequently a co-ordinator's post was established and a 
vocational training expert appointed to it. These experts, together 
with those sent by other international organisations to give advice in 
their respective fields (fundamental education, health, agriculture ) 
work in direct collaboration with the head of each action base. The 
members of each of the technical teams help to execute the base's gen- 
eral programme while at the same time training their national 
counterparts. 


The initial aim was to establish [decentralized/ workshops in the 
Indian villages that wanted them and were prepared to assume certain 
obligations in order to keep them operating. Each workshop would have 
to be built in the main by the village itself, although aid would be 
forthcoming from the base in equipping, organising and starting it. It 
would consist of a number of sections, e.g. a carpenters' shop, smithy, 
weaving shop and dressmaking section, with nothing but manually oper- 
ated equipment. The amount and variety of tools and equipment required 
would depend on the village's own needs and resources as well as on the 
physical or financial resources of the base itself. To begin with, the 
workshop would be supervised by a committee made up of members of the 
village or, alternatively, would be placed under the control of the 
most appropriate village authority or institution, which in turn would 
appoint a manager. This committee or manager would receive technical 
aid from the vocationbl training instructors at the central workshop at 
the base; by slow degrees, the village would take over the running of 
the workshop until it was fully responsible for its management and 
future development. 











In these workshops the members of the village would be given an 
introduction to a trade, either continuously from demonstrators who 
had previously been trained at the central workshop (future demonstra- 
tors would be chosen by their villages, which would contribute to their 
maintenance during their initial training at the central workshop), or 
intermittently by national instructors from the central base workshop 
attached for short spells to the village’ workshops. 


This introduction to a trade would be given whenever the adult 
members of the village proposed to undertake some task of particular 
value to themselves or to the community. When appropriate, the village : 
could allow the workshop to be used to give pre-vocational training to ! 
the schoolchildren. As can be seen, the village workshop under this 
scheme was designed to serve not only as an educational extension unit : 
but also as a device for supplying the peasants with the tools and 4 
methods they needed to manufacture articles of everyday use. ; 





Under the scheme the workshops could develop in one of two ways. 
In some cases they would become village property and remain available 
to all members of the community, while in others they would be run pri- 
vately by a single villager or by a number banded together to form a ’ 
handicraft society, the rent payable to the community by the new owners iH 
being fixed by agreement. 3 


The Method Used to Establish Village Workshops 





During the first stage the establishment of workshops in villages 
was the responsibility of the vocational training group at each action 
base. Contact was made with the leaders of each of the Indian communi- : 
ties in turn, to explain to them the advantages of having a workshop at e 
the disposal of all the villagers and to find out whether they would be 
willing to take the initiative in opening such workshops with assist- 
ance from the base. In every case they were in favour. Nevertheless, 5 
although their interest was genuine it was clear from the start that 
the base would have to give a substantial amount of help in building 


the premises, supplying the tools and drawing up the rules of operation 
for each workshop. 





The building of the workshops inevitably took some time; and, in 
order to take advantage of the enthusiasm displayed by some villages, 
temporary workshops were in some cases opened in houses lent by indi- 
vidual Indians, which were fairly suitable for the purpose but usually 
needed patching up. 


Once a village/ workshop was in operation, the aid it received 
from the [central/ base usually took the following forms: 
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) the training of instructors; 

) visits to give advice on working or administrative methods; 
) co-operation in tasks too big to be carried out with the 
limited resources of the village workshops; 
) the loan of additional tools; 
) advice on the design and preparation of new products. 


The principal form in which aid was provided was that of training 
for future demonstrators at the central base workshops. These training 


courses varied in length depending on circumstances and the money 
available. 


Periodical visits by the central workshop instructors (an essen- 
tial part of the training process) helped to maintain a check on the 
operation of each workshop, and the demonstrators were given any tech- 
nical advice they needed to cope with the work in hand (e.g. how to 
plan it properly, make drawings where necessary, calculate the amounts 
of raw material needed, design and execute the work and handle various 
aspects of administration and bookkeeping). 


When a workshop has to tackle some unusually difficult task, the 
visiting instructor does all or part of it himself and takes advantage 
of the opportunity to carry the training of the demonstrator and the 
villagers concerned one stage further. Whenever the job cannot be done 
in the workshop owing to the lack of some essential tool or piece of 
equipment, the instructor looks into the matter and submits a report to 
the head of the base. If the latter, after considering the cost, the 
time limits involved and various technical factors, concludes that the 
proposal is worthwhile (even if not always in financial terms) the job 
is carried out by the central workshop. On the other hand, if the dif- 
ficulty can be -overcome by lending the village some easily transport- 
able tool or piece of equipment, this is done whenever possible, so 
that the work is actually performed by the people who will benefit 
from it. 


Another form of co-operation has been the manufacture of utensils, 
equipment or tools which are easy to produce and therefore very useful 
in a rural environment. The central workshops produce one or more 
prototypes, adapting the manufacturing process to the tools available 
in the workshops, supplies of raw materials and the standard of skill 
among the demonstrators and workers. Once the design stage is past, a 
proposal is made to the nearest workshops that they should make the 
new product, and a trial is made by those that are willing to do so. 

It is always best to begin with the nearest workshops, as this makes it 
easier to deal with any initial defects discovered during the experi- 
mental stage. A specification is then drawn up giving a description 
of the manufacturing process so as to make the details as widely avail- 
able as possible. 
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Development of the Village Workshop 
into a Handicraft Workshop 








The first workshops adopted rules of administration which made 
them communal undertakings open to all the inhabitants of the village 
and operated by a committee or manager elected by them. 


For each section of the village workshop -- the carpentry room, 
the metalworking room, tne weaving room or the dressmaking room -- a 
demonstrator is appointed either for an indefinite period or for a re- 
newable period of one year with responsibility for the technical side 
of the work being done in his particular room. Any member of the vil- 
lage may make things in the workshop for himself or, alternatively, can 
band together with other villagers to do something on behalf of the 
community. The demonstrator is responsible for advising them and for 
teaching them any operations they are unfamiliar with. The appropriate 
authority fixes the fees to be paid by the users, the money being spent 
on replacing or mending the tools and buying new ones. The demonstra- 
tors are usually paid, not in cash, but through an exchange of services. 


On a number of occasions, however, difficulties have arisen. For 
instance, rooms may be monopolised by persons who want to do jobs for 
which they are being paid; some committees neglect their duties, so 
that the workshop's future depends on the keenness of the base staff; 
instructors sometimes lose all hope of receiving any pay or incentive 
from the village and leave; and, lastly, the initial interest shown 
by the villagers sometimes slackens as a result of difficulties caused 
by local circumstances or the fact that the base is unable to give all 
the necessary aid at the right time. 


While it is certain that the Indian peasant initially welcomes the 
idea of a village workshop which places a whole set of tools at his 
disposal, he is bound to be disappointed once he finds that the tools 
are only sufficient to allow two people to work at the same time and 
that the ones he wanted are being used by somebody else. Similarly, it 
is quite understandable that the demonstrator should lose heart when, 
after taking the course at the central workshop and spending sorie time 
teaching his neighbours various working techniques, he finds that the 
village does not reward him adequately for his services. Moreover, 
once he has acquired the skills needed to perform certain jobs he natu- 
rally feels tempted by the idea of earning his living in this way and 
prefers to do outside jobs instead of spending his time giving instruc- 
tion which is only partly understood by the other villagers. 


A workshop linked with a farm co-operative would appear to have 
some advantages over a village workshop in that a co-operative is a 
more durable institution than a committee set up specially to adminis- 
ter a workshop. However, there seems to be no answer to the problem of 
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‘paying the demonstrator adequately. As the co-operative is a village 
enterprise, the demonstrator is automatically tied to the village -- 
which does not always make economic sense because usually the demand in 
a Single village is not sufficient to keep him fully occupied. Although 
distances between villages in the area are not great, an effort has 
been made to open a workshop in each of them. This policy is a sen- 
sible one if the village workshops are predominantly social and educa-: 


tional in purpose, but it is not the way to make them economically 
self-supporting. 


Handicraft societies were founded in an attempt to give a stake in 
the workshops not so much to all the members of the village or co- 
operative but to the members most likely to give them their support. 
Here, of course, the economic aspect was given greater emphasis than in 
the other cases. Eut, unfortunately, earnings were barely sufficient to 
pay the demonstrator, and nothing was left over to share out among the 


members in the form of profits -- as a result of which many of them 
lost interest. 


In view of the difficulties of operating workshops organised along 
the lines just described, new workshops were opened in the more pros- 
perous and advanced villages by demonstrators who were dissatisfied 
with the state of affairs or former trainees from the central workshops 


who were anxious to set up in business on their own account as handi- 
craft workers. 


These examples of individual initiative were backed up by the ac- 
tion bases on the ground that they were a step in the right direction 
and were perhaps better suited to social and economic conditions in 
some villages than the original workshops. Each base, as far as pos- 
sible, supplied the handicraft workers with much the same services as 
those provided to the villages when the first communal workshops were 
set up. The vocational training departments at the bases have estab- 
lished close and effective working relations with them, probably be- 
cause, being independent and determined to make good, they fully real- 
ise that success depends on the quality of their own work and are aware 


from personal experience of the ample opportunities for further train- 
ing afforded by the bases. 





The handicraft workshops are operated in the usual way: the work- 
ers decide for themselves what to charge their customers, although in 
doing so they have to allow for the generally low level of incomes. 


These workshops were the last to be established. In a sense, 
therefore, they are the outcome of the slow development of the village 
workshops from the communal form to the stage of individual operation. 
While there can be no doubt that the latter type are more prosperous 
than the former in the advanced villages, this does not alter the fact 
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that the only practicable way of introducing tools and methods of work- 
ing materials such as wood and iron in the other villages is through 
the communal workshop with strong support from the base. 


Conclusion 


The experience gained shows that in a poor rural environment voca- 
tional training must be planned with an eye to two things -- education 
and economic success -- and must be based on a central workshop which, 
in addition to acting as a training institution, gives technical sup- 
port to schemes in the villages within a certain radius. 


Establishing and running the central workshop raises problems of 
construction, equipment and staffing, but these can readily be overcome 
when sufficient money is available. The methods used by the Andean 
Indian Programme for the initial, further and special training of in- 
structors have proved their worth. 


If the decentralised approach is to be effective, three conditions 
must be fulfilled: interest must be shown by the Indian villagers; 
there must be suitable facilities (a village or handicraft workshop 
with appropriate equipment); and there must be a technically qualified 
person to act as a link with the central workshop. To keep a village 
workshop running, a full-time demonstrator is needed -- and he must be 
paid. The difficulty is not so acute when a handicraft worker takes 
over the workshop, but even then it is necessary to have a technically 
qualified person to act as a link with the central workshop. 


The communally run village workshop appears to be suited to the 
culturally less advanced communities where the traditional collectivist 
relationships and institutions survive, internal cohesion is still 
great and there is a subsistence economy without occupational speciali- 
zation of any kind. On the other hand, the handicraft workshop is a 
natural choice for the more advanced villages where, side by side with 
forms of subsistence economy, there are methods of production based on 
occupational specialisation and cash exchange -- as is common in the 
case of non-traditional handicraft trades such as carpentry and 
metalworking. 


From the economic standpoint, vocational training is no more than 
an instrument and it only becomes fully effective when the economic de- 
velopment of an area puts more money into the hands of its people, thus 
enabling them to satisfy new needs. However, even though only an in- 
strument, vocational training can help to raise the incoues of the in- 
habitants of a rural area, provided it is dovetailed into the general 
development programme, particularly the part of it dealing with agri- 
culture. One example of the way it could help would be by teaching 
techniques for making better farm implements. 
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Lastly, it must be pointed out that final success does not depend 
entirely on the skill and energy with which vocational training is car- 
ried out or handicrafts are encouraged. It depends largely upon the 
raising of living standards among the rural population, and this can 


only be done through greater efficiency in farming, on which their 
economy is based. 
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COMMUNICATING INDUSTRIAL IDEAS: AN INTERNATIONAL 
HANDBOOK FOR INDUSTRIAL EXTENSION 


Jean Marie Ackermann 


[International Development Center, Menlo Park, 


California, Stanford Research Institute, 1962, 
xvii and 145 pp./ 


Though designed for industrial development extension 
agents, this little handbook will benefit anyone who must 
communicate new ideas and ways of doing things in underde- 
veloped countries. It draws upon the extensive work done 
during the past twenty years in the United States on the 
principles and techniques of communicating new concepts 
and skills at all levels of industrial activity. However, 
it is written with a keen awareness of the importance of 
cultural differences in communication. Approaches which 
have proved successful in the United States are not me- 
chanically applied to Asian, African or Latin American 
situations; but, with rare perceptiveness, are adapted in 
the light of the different attitudes and meanings that 
exist in these other cultures. 


The handbook explains in a simple and interesting 
fashion the nature of communicating technological changes; 
the role of the industrial extension agent; techniques of 
encouraging attitudes conducive to development; and prac- 
tical ways in which to conduct meetings, large and small, 
to use audio-visual aids, and to obtain, prepare and dis- 
tribute publications of various kinds. A final section 
draws the lessons to be learned from a number of case 
histories, and additional illustrative material and a 
selected bibliography are presented in appendices. 
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EMPLOYMENT OBJECTIVES IN ECONOMIC DEVELOPMENT: 
REPORT OF A MEETING OF EXPERTS 


[International Labour Office, Studies 
and Reports, New Series, No. 62, 
Geneva, 1961, xi and 255 pp./ 


[Persistent -- and in many cases growing -- unemploy- 
ment and underemployment are among the major economic and 
social problems confronting the underdeveloped countries. 
Adequate attention to employment objectives becomes more 
and more necessary in development planning. Recognizing 
the need for insights and ideas on this problem, the 
International Labour Office of the United Nations formed 
a group of experts, who held two series of working ses- 
sions in Geneva during 1960. Chairman of the meetings was 
the well-known Brazilian economist, Dr. Roberto de 
Oliveira Campos, now Ambassador to the United States. The 
other members were Professor Benjamin H. Higgins Canadian), 
Chairman of the Department of Economics at the University 
of Texas; Mr. Veniero Ajmone Marsan (Italian) of the Re- 
search Department of the Instituto per la Recostruzione 
Industriale and Economic Adviser to SVIMEZ; Professor 
Josef Pajestka (Polish) of the University of Warsaw and 
Director of the Economic Research Centre of the Planning 
Commission of the Council of Ministers; and Professor 
Kakkadan Nandarath Raj (Indian) of the University of Delhi 
and Member of the Panel of Economists, Planning Commission 
of the Government of India. 


On the basis of their discussions, the group prepared 
and adopted a detailed report covering the nature of the 
employment problem in underdeveloped countries; the rela- 
tionship between capital investment and employment; fuller 
utilization of underemployed labor; raising the produc- 
tivity of existing scarce resources; labor mobility, re- 
gional planning, and training; and the international 
aspects of creating new employment opportunities. Appendi- 
ces contain a series of case studies of employment problems 
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and policies in Brazil, Ghana, India, Italy, Japan, the Philippines, 
Poland, Egypt, Ceylon, Greece and Pakistan, and a technical paper on 
output, capital and labor with different techniques of production. 


Prior to the publication of the report, a summary of it was pub- 
lished in the International Labour Review, International Labour Office, 
Geneva, Vol. LXXXIV, No. 5, November 1961, pp. 394-411. The main por- 
tions of this summary are reprinted below. / 





In a number of newly developing countries a regular, full-time job 
has come to be considered a great privilege. Because of high birth 
rates the populations of these countries are young and are growing 
fast; every year the number of persons reaching working age is much 
larger than it was the year before. But it is far from certain that 
economic development will create adequate employment opportunities for 
the growing labour force. Modern production techniques being what they 
are, it is quite possible for output in manufacturing industries to 
double within, say, ten years with very little need for extra manpower, 
as new machinery is installed in the growing industries and as managers 
learn ways of utilising their labour force more effectively. Economic 
development may be successful, even very successful, in raising output 


but not in increasing employment, thus leaving a major social problem 
unsolved. 


It is now widely accepted that economic development cannot be re- 
lied upon to come about spontaneously but requires enterprise, initia- 
tive, capital, hard work and appropriate government policies. In 
addition, when a high level of employment is desired, further deliber- 
ate measures are likely to be needed, within the framework of policies 
for development, in order to achieve this specific objective. A coun- 
try may develop its economy along many paths, but not all of these 
lead also to high employment. Governments, private enterpise, and 
labour and other organizations all have to play their part in the spe- 
cial efforts needed for high employment, in different ways and propor- 
tions, which each country has to determine for itself. 


The experts found that in many programmes for economic development 
rather little attention has been paid to the need for increasing em- 
ployment, which has been looked on as a by-product of general economic 
development. To some extent this is, of course, justified; development 
will normally create some employment -- but this may not be nearly 
enough. One of the experts' principal recommendations is, therefore, 
that much more emphasis should be given to the provision of jobs as a 
separate policy objective. The fact that many development programmes 
are not very explicit or ambitious as regards employment objectives 
cannot, of course, be ascribed simply to oversight or lack of pressure. 
At least part of the explanation is to be found in the fear lest strong 
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emphasis on employment objectives should in one way or another hamper 
economic progress, e.g. rising production or diversification of the 
economy. On this important point, the experts, while recognizing the 
possibility of conflict, accepted as a basic premise "that there are 
opportunities for exploiting more energetically the possibilities of 

a mutually reinforcing increase of both employment and the rate of eco- 
nomic growth" and that "as a rule, the employment of more labour will 


increase total output." Thus, in effect, the experts accepted the no- 
tion that, if properly used, abundant labour may be regarded as an as- 
set rather than as a liability, in the sense that it presents opportu- 


nities for increased production which countries without abundant labour 
do not have. 


The experts' analysis of the nature of the problem confirms the 
belief that lack of employment opportunities is due largely to capital 
shortage. In their view policies for proper utilization of labour must 
therefore centre mainly on ways of increasing investment and of making 
the best use of such capital as countries have or can obtain. 


The first requirement is to raise the level of investment. As em- 
ployment opportunities increase, the living standards of those who 
would otherwise have remained unemployed or underemployed will rise and 
there will be an urgent need for larger supplies of food and other 
necessities. But, since there are limits to the extent to which both 
investment and consumption can be increased simultaneously, measures 
are needed to restrain higher consumption by the more well-to-do among 
those who already have jobs or other means of existence. 


Secondly, while in newly industrialising countries it may be ad- 
visable to invest in some highly advanced capital-intensive plant and 
equipment, the experts consider it desirable to invest some capital 
also in projects calling for more labour than would be appropriate if 
there were no unemployment or underemployment. 





Even without considerable new investment there are ways of in- 
creasing employment, and in some cases labour itself can be used to 
create capital. Arable land can be cultivated more intensively and ex- 
isting plant and equipment used more fully. Unemployed and underem- 
ployed workers can construct roads and dams, using very little equip- 
ment. These and other ways of utilising surplus labour in both rural 
and urban areas were examined, as were the possibilities of increasing 
the productivity of existing activities (including large and small- 
scale industries and agriculture) so that more can be produced, and 


more invested for development and increasing employment, without re- 
stricting consumption. 


Another problem of employment-creation is the balance of payments. 
Both equipment and, to a varying extent, the food and other consumer 
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goods needed for a fast-growing working population must often be im- 
ported, and a country's ability to acquire them depends on foreign ex- 
change. The availability of foreign exchange is determined by export 
earnings and by the loans and grants obtained from other nations. Many 
industrialising countries have experienced serious difficulties in 
these matters. Their exports of primary products have fetched strongly 
fluctuating (and recently falling) prices, and the goods manufactured 
by newly industrialising countries have in some cases encountered re- 
Sistance in the developed nations, which see in them a threat to their 
own employment position; the international flow of public and private 
funds, though rising, has been inadequate and unevenly distributed. 


The experts believe that expanding employment is compatible with 
economic growth, that the two can reinforce each other, and that an in- 
crease of employment is an urgent need in itself. They recognise that 
a conflict may arise between more employment and more rapid economic 
growth; but this is not the general rule, and where it does arise, it 
can often be eased or overcome by appropriate measures. 


They consider in some detail the main elements of a policy for a 


mutually reinforcing increase of both employment and the rate of eco- 
nomic growth. Briefly these elements are as follows: 


Raising Investment 





The higher the level of investment, the easier it is to provide 
capital for more workers without hampering the increase of capital per 
worker that will promote higher productivity of labour. How much in- 
vestment a particular country needs in order to achieve full employment 
depends, among other things, on the volume of existing unemployment 
and underemployment and on the future growth of the labour force. Many 
countries have plans or targets for public and private investment in 
order to raise production in various sectors. Yet, where expanding em- 
ployment is accepted as a major objective, it will be very useful to 
examine the employment contents of investment projects more carefully. 
For this purpose a great deal of new technical information is needed 
concerning the number of jobs created by a unit of capital (the so- 
called "capital-labour ratio") invested in different specific types of 
project. This would bring out inconsistencies between employment and 
investment targets and provide guidance for corrective action. 


The experts warn that, in determining how much investment is 
needed, the experience of the economically advanced countries must be 
used with great caution. Otherwise there is a danger of underestimat- 
ing the capital requirements for employment creation. For conditions 
in today's developing nations differ in many respects from those pre- 
vailing when the older industrial countries began to develop. In 
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addition to a rapidly growing labour force, many of the developing 
countries have accumulated a large stock of idle labour. Mass emigra- 
tion is no longer a practical alternative to employment creation at 
home. Furthermore, the most productive techniques today often require 
more initial investment and are less labour-absorbing than before. 
Conditions of world trade are also less favourable for newly develop- 
ing countries. For these and other reasons rates of investment which 
were adequate to absorb the supplies of labour in various countries in 
the past may be wholly inadequate to meet present employment problems 
of the developing countries. The experts estimate that rates of in- 
vestment of the order of 20 per cent or more of the national income may 
be essential for many of them if an adequate impact is to be made on 
unemployment and underemployment. 


The first corollary of this finding is that a very large propor- 
tion of any increase in national output and income should be ploughed 
back into investment. This calls for higher rates of saving. If, how- 
ever, the policy is to create as many new jobs as possible, the for- 
merly unemployed and underemployed workers for whom new jobs are pro- 
vided will earn more and will want to consume more than before. An 
increase in consumption by these workers is indeed a major aim as well 
as the result of the employment policy. But the rising demand for con- 
sumer goods by the newly employed makes it more difficult to raise the 
level of investment. 


It is therefore necessary to limit the growth in consumers’ demand 
on the part of other groups. An attempt to increase the rate of in- 
vestment while simultaneously permitting an unrestrained growth in con- 
sumers' demand will either be self-defeating or result in inflation 
with its undesirable social consequences and its retarding effects on 
the pace of development. 





One way in which the growth of consumers’ demand may be limited is 
through increased voluntary savings. Another is through additional 
taxes. In many cases it will be necessary to restrict the consumption 
of upper income groups whose need for additional consumption is least 
pressing. Tariff policy and exchange and import controls may be used 
to restrict non-essential imports and high corporate and personal in- 
come taxes, high indirect taxes on non-essential goods and a general 
expenditure tax may be used to restrain spending on consumption in 
general. 


Raising the Employment Effects of Investment 





Apart from raising the level of investment, developing countries 
with much unemployment and underemployment should seek to create more 
jobs with such capital as they have to invest. As noted above, this 
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may be done by investing in projects to make goods whose production re- 
quires much labour and by using labour-intensive techniques of produc- 
tion. The experts warn, however, that such measures cannot solve, or 
perhaps even make a major contribution to solving, the large-scale em- 
ployment problems. The main solution lies in stepping up the rate of 
investment. 


Labour-Intensive Goods 





The choice between more and less labour-intensive products is 
limited for various reasons. The main question is how much of such 
goods can be sold, at home or abroad. Developing countries need ma- 
chines and equipment, whether imported or made at home. Some of these 
goods are apt to be highly capital-intensive. Further, some countries 
depend on capital-intensive primary products such as petroleum, miner- 
als and some plantation crops. In such cases shifting to more labour- 
intensive exports is not possible. If the products essential to rapid 
economic growth are highly capital-intensive there can be a real con- 
flict between employment objectives and economic growth. 


But in some important fields possibilities of shifting from 
capital-intensive products to more labour-using products exist. For 
instance, while residential and government buildings in urban areas 
usually require a great deal of capital and other scarce resources 
(e.g. cement and steel), other types of construction can make greater 
use of manual labour and of materials that can be produced by labour 
from locally available resources. Furthermore, the completion of a 
construction project may, or may not, be a basis for new employment. 
The former is the case with irrigation works, factories and roads; 
housing projects, on the other hand, create little employment after 
their completion. Another possibility is to discourage capital- 
intensive investments required for. the production of luxury goods un- 
less they offer export prospects or incentives to domestic producers 
strong enough to offset their absorption of scarce materials and 
capital. 


Policy Measures 





Governments can encourage more labour-intensive types of invest- 
ment in their own investment activities. 


Monetary, fiscal and foreign trade policy, designed to encourage a 
general increase in investment, can be used at the same time to encour- 
age private investors to choose more labour-intensive products and tech- 
niques. Lower interest rates or tariff rates, tax deductions and more 
rapid depreciation might be allowed for approved investments using de- 
sirable labour-intensive techniques; and employers might be permitted 
to add a certain amount per worker to their payrolls when calculating 
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production costs for tax purposes. Furthermore, the payment of part of 
labour income in the form of cash social benefits financed from general 
revenue would reduce the direct cost of labour to entrepreneurs. 


The consumption of luxury goods made by capital-intensive methods 
could be discouraged by tax policies; some traditional labour-intensive 
industries could be protected by tax policies and assisted in improving 
their efficiency; and the possibilities of importing second-hand ma- 
chinery might be explored as a means of saving scarce capital and for- 
eign exchange. 


The experts consider development of better labour-intensive tech- 
niques and capital-saving innovations to be of vital importance for 
both the employment and growth objectives; they urge that all possible 
measures be taken to promote inventions and discoveries in this field. 


Raising Employment with Little or No Investment 





There are considerable possibilities of raising employment, output 
and investment by the direct use of labour with a minimum draft on 
scarce equipment, materials and skills. ‘Some equipment and materials 
are not scarce since they can themselves be produced by labour; some of 
the skills needed are already available or can be easily acquired. 


Rural Areas 





Much of the underemployed labour in the less developed countries 
is located in rural areas. Many types of labour-intensive activity may 
be promoted to absorb this labour and to increase output locally. 

These are broadly grouped as follows: 


Local Capital Construction. Particular interest attached to irri- 
gation and drainage works, land improvement (e.g. terracing) and the 
building of roads and storage facilities, as all these can contribute 
to a quick increase in agricultural output and income. Under certain 
conditions newly irrigated land may permit double or triple cropping, 
which can absorb labour. Simple construction projects may also be 
undertaken to improve social services and amenities of the village com- 
munity, such as self-help rural housing, building of schools, rural 
health stations and so on.. 








More Labour-Intensive Methods of Cultivation. Higher yields per 
acre may be obtained by making specific farming operations more labour- 
intensive (e.g. heavy manuring, deeper ploughing, transplanting, closer 
planting, more weeding, more labour on seed-bed preparation and on 
harvesting). Where ample labour is available, every effort should be 
made to explore, develop and introduce measures for raising agricultural 
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yields which require more labour but little or no increase in the use 
of scarce resources. 


Development of Rural Industries. An indiscriminate promotion of 
small village industries can be wasteful. There is, however, likely to 
be scope for developing certain rural industries, particularly those 
catering for the needs of agricultural and rural communities, when 
other rural activities expand. Many such industries can be established 
in neighbouring towns to take advantage of urban facilities. 





Other Local Activities. A variety of traditional rural pursuits 
may be developed to raise employment and income of the rural population. 
High in priority are animal husbandry (which serves the dual purpose of 
increasing meat output and the supply of organic manures ) and affores- 
tation, which is in many cases also essential for preventing soil ero- 
Sion. Fishery, poultry farming, bee-keeping, sericulture and tradi- 
tional rural handicraft work may also be cited as examples. 





Promotion of Social Services on a Self-Help Basis. There are ways 
of linking up the utilisation of underemployed labour with promotion of 
rural social services on a local basis. These services may include 
public sanitation, short-term training classes during slack seasons, 
use of the educated unemployed for teaching both children and adults, 
kindergartens and creches to care for the children of working women. 





Urban Areas 





In urban areas there are also possibilities of absorbing the un- 
employed and underemployed in various activities needing relatively few 
scarce resources. 


One such possibility is fuller utilisation of existing industrial 
capacity. Introduction of multiple shifts may provide more industrial 
employment quickly. To create economic conditions allowing full use 
of capacity may, however, call for various kinds of government measures. 
When the demand for industrial products is rising rapidly, opportuni- 
ties will also arise for developing small labour-intensive industries 
complementary to the large-scale modern manufacturing industries. 


Local authorities may find scope for employing unskilled unem- 
ployed and casual workers in public works, which, however, need to be 
coordinated with major investment projects. Some of them might be 
utilised in developing certain agricultural activities (animal hus- 
bandry and market gardening) in areas adjacent to towns. 


There may be possibilities of absorbing unemployed among young 
educated people by expanding and improving the quality of social. serv- 
ices in urban areas. For example many of them might be employed as 
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teachers in primary and secondary schools; others might be retrained as 
nurses and auxiliary workers in local health centres. Some of them 
might be trained to become government officers for the execution of 
rural development programmes. 


Raising the Productivity of 
Existing Scarce Resources 








There is great scope in most less developed economies for raising 
the productivity of existing scarce resources -- land and capital -- by 
relatively simple, known methods of productivity improvement which do 
not require much additional investment. For the achievement of this, 
much depends on the initiative of management. By applying these meth- 
ods fully and effectively, considerable additional output of consumer, 
intermediate and capital goods could be obtained from both the tradi- 
tional and the modern sector. This additional output can do much to 
raise the level of investment and consumption and to support more work- 
ers in productive employment. 


The Traditional Sector 





In agriculture many simple improvements in farming techniques and 
practices can be made with little or no use of scarce physical re- 
sources, and can be of crucial importance in yielding a quick and sub- 
stantial increase in the productivity of land. Methods involving the 
use of more labour inputs were discussed earlier. Here mention may be 
made of seed selection, crop rotation, improvements in farm management, 
soil protection, devélopment of local manures and insecticides, and of 
simple but more efficient implements and better work methods. 


Output of handicraft and small-scale industries can be increased 
appreciably without much additional capital outlay by removing certain 
organisational defects. Measures needed to overcome these defects in- 
clude the provision of adequate credit facilities at reasonable inter- 
est rates, improved arrangements for purchasing a steady flow of rea- 
sonably priced raw materials, improved marketing arrangements, and the 
merger of uneconomically small units or the establishment of co- 
operatives or other arrangements for common service facilities. The 
‘productivity of small manufacturing undertakings can also be raised 
through simple improvements in equipment and production techniques, 
without necessarily involving a greater use of motive power. It is, 
however, stressed that the traditional industries should adapt them- 
selves to economic growth, and establish a complementary relationship 
with large-scale industries, for instance through subcontracting; and 
that if they are to survive, output per man-hour in these industries 
must be raised considerably by mechanisation. 
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The Modern Sector 





Many methods are available for raising the output and productivity 
of the modern sector -- including, notably, construction, transport, 
communications and public administration as well as manufacturing -- 
with little additional outlay. In the main, these methods can be de- 
vised by application of principles and techniques of industrial engin- 
eering. Examples of such methods are: better maintenance and repairs, 
fewer machine stoppages, better regulation and sometimes speeding-up 
machines, proper organisation of the flow of work and materials, better 
training and supervision of workers, improvement of methods and condi- 
tions of work, application of incentives to increase output and reduce 
labour turnover, reduction of waste of materials and fuel. The extent 
to which these and other methods of productivity improvement will be 
applied in the large-scale modern enterprises depends, however, much on 
arousing interest in higher productivity and encouraging a flow of 
capital-saving innovations through education, publicity campaigns and 
training programmes. 


The Need for a More Favourable Social Environment 





In many less developed countries, the experts point out, the so- 
cial environment can be made more favourable to higher productivity by 
agrarian reform, by reduction of the dominance of middlemen and money- 
lenders, by changes in the institution of family ownership, by the re- 
duction of the social gulf between employers and manual workers and by 
the promotion of an interest in long-term growth rather than a quick 
turnover. Wages and price policy should ensure that workers share the 
benefits of higher productivity. Age-old fatalism must give way to a 
belief in and a desire for economic and social progress. 


Labour Mobility, Regional Planning and Training 





Unemployment and underemployment tend to be highly concentrated in 
certain regions and among certain groups of workers, notably the un- 
skilled. A growing economy experiences structural change and needs a 
high degree of mobility of productive resources. 


Regional Development Planning 





Encouraging a movement of people away from poor regions where 
there is not enough work and settling them elsewhere is one way of 
dealing with the problem of lagging regions; another is to take special 
measures for the development of such regions. Greater regional disper- 
sion of industry is important as a means of checking excessive urbani- 
sation and thus of economising on private and public investment other- 
wise needed to alleviate congestion and expand facilities in existing 
overcrowded industrial centres. 
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Regional industrial planning will vary from country to country. 
It can be based on the development of mineral resources or on the 
processing of agricultural products. The experts, however, point out 
that regions in which industry is expected to make a major contribu- 
tion to employment creation will need to establish at least some 
branches of manufacturing industry with a nation-wide market and with 
prospects of higher than average rates of growth. 


Occupational Mobility -- Training and the Removal of Barriers 





In the less developed countries the most important barrier to 
finding employment in more skilled jobs is the lack of educational and 
training facilities. It is stressed that education and training are 
fundamental fields of action in which long-term planning is particu- 
larly needed since each country must organise a long-enduring domestic 
effort covering all the stages of the educational and training system 
in terms of both facilities and staff. Much industrial training may be 
provided through the efforts of private enterprise. 


For want of experience development programning hitherto has often 
failed to take adequately into account the manpower requirements and 
the investment needed in training and education. The experts under- 
score the importance of systematic assessment of the requirements for 
and costs of training technical and professional personnel. This 
training is costly and takes a long time and therefore needs to be 
planned in advance. 


International Aspects 





The less developed countries will have to rely mostly on their own 
efforts to solve their employment problems. But international measures 
in the field of trade, investment and technical assistance can be of 
vital importance in enabling them to overcome shortages of particular 
types of equipment and skill, and so to increase the number of employ- 
ment opportunities that can be created. 


International Trade Factors 








In most less developed countries inadequacy and instability of ex- 
port earnings are major factors reducing their capacity to maintain a 
high and stable level of investment and to create employment opportuni- 
ties. The. exports of developing countries were hampered during the 
1950s by a worsening of their terms of trade, and in some cases by the 
inflationary effects of development policies and by taxation of exports 
to finance development. 
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Exports earnings can be made less unstable by the maintenance of 
economic stability in the developed countries, by international com- 
modity agreements, and by individual and collective action by the de- 
veloping countries supported by short-term financial assistance from 
international institutions. For example compensatory financial as- 
sistance frominternational agencies might be provided to offset the re- 
tarding effect of sharp falls in export earnings on the implementation 
of development programmes. 


Capital Imports 





Capital imports help to create employment opportunities by raising 
the level of investment that can be achieved. Developing countries 
need more foreign capital, and also technical assistance to help them 
to make good use of it. All existing channels of international capital, 
and some new ones, should be intensively exploited. In allocating new 
loans and grants, special consideration might be given to the need for 
financing programmes and projects which help particularly to promote 
employment objectives, and to countries that face specially difficult 
employment problems or are making special efforts to overcome them. 


Foreign investment in less developed countries has so far concen- 
trated mostly on extractive industries and on petroleum, although in 
some countries it is contributing much to developing subsidiary indus- 
tries for manufacturing and processing raw materials for which there is 
a high demand. Activities of foreign firms in this field will consid- 
erably assist in the enlargement of employment opportunities in these 
regions. It is, in particular, desirable that foreign investors should 
he encouraged to employ and to train local staff including managerial 
personnel, to subcontract some processes to local producers, and to 
develop joint ventures with local entrepreneurs. 


In view of the importance of the supply of consumers' goods, par- 
ticularly food, to employment programmes, the experts consider that, 
under proper safeguards, an international effort to make surplus food 
products available to countries undertaking such programmes would be 
of the greatest value. They further suggest that surplus disposal pro- 


grammes could well be extended beyond foods. Industrial countries often 


have excess capacity in their capital goods industries, especially in 
periods of recession. There is scope here for a comparable "surplus 
equipment programme"; as a counter-cyclical policy industrial countries 
might produce and store certain standard types of equipment (e.g. 
trucks, drills, railway rolling stock, and possibly special types of 
labour-intensive equipment), for purchase as required by developing 
countries. 
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IMPROVEMENT OF PUBLIC ADMINISTRATION 
IN UNDERDEVELOPED COUNTRIES 


[From A Handbook of Public Administration: Current Con- 
cepts and Practice with Special Reference to Developing 
Countries, United Nations Technical Assistance Programme, 
United Nations Department of Economic and Social Affairs, 
New York, 1961, pp. 123-126./ 








[Recognizing that administrative improvement is an es- 
sential element in development progress, the UN Department 
of Economic and Social Affairs requested Dr. Herbert 
Emmerich, the well-known authority in public administra- 
tion, to prepare a concise and practical handbook of cur- 
rent concepts and practices in the field with special 
reference to the problems of underdeveloped countries. 
Produced with the assistance of UN staff experts, the 
Handbook covers the importance of improved administration 
for national development; organization structure and analy- 
sis; operational methods and equipment; personnel adminis- 
tration, including career services, human relations, 
supervision and training; problems of decision-making, 
decentralization, institutional autonomy, and efficient 
management of public enterprises; the budget and financial 
administration; research and plannirg; and public rela- 
tions and reporting. A concluding section describes the 
technical assistance and training available to underdevel- 
oped countries, and ways of utilizing the services of out- 
side experts and consultants in public administration. 


Dr. Emmerich makes some pertinent observations on how 
an underdeveloped country should organize itself to pre- 
pare and implement a program of national administrative 
improvement. His main suggestions are presented in the 
following ,excerpts from the Handbook. / 
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Experience has shown that when a country embarks on a programme of 
national administrative reform, certain preparatory measures are essen- 
tial to ensure the success of the undertaking. For over-all and 
government-wide programmes especially, certain steps of national pre- 
paredness and mobilization of available resources are indispensable. 
Many countries, even when advised by capable external experts, have 
failed to secure important administrative improvement because of fail- 
ure to prepare in advance on the scale and for the period required to 
implement the recommendations. 
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The Government may decide that a comprehensive type of attack in 
the form of an overall programme of administrative reform is needed. 
In such a case, before requesting technical assistance, a preliminary 
survey by a senior consultant can be of great value. It may appear 
that the Government does not have the necessary institutional apparatus 
to provide the national impetus and counterpart assistance to receive a 
team of administrative experts. The Government may wish advice on the 
kinds of temporary and permanent organizations that other Governments 
have created to assist in the work, and also on the types of interna- 
tional experts required to advise the national officials. 


Administrative reform which is government-wide in its application 
is closely related to the constitutional, statutory and political insti- 
tutions of the country. When changes are to be studied and proposed in 
the organization and functions of ministries, in the manner of appoint- 
g personnel, and in administrative and financial methods and controls, 
they have a deep significance for the power structure of ministries and 
partments. Major reforms therefore require not only the initial as- 
the Government but also continuing and careful attention at the 
oolitical levels. One good way of ensuring this continuing in- 
— + 


a 


t 
nt oO 
~) 
+ 
U 


ministers or of very senior officials reporting directly to the 
ident, prime minister, or cabinet, as the work progresses, to ad- 
d support the expert's work programme, to review the changes 
sd from a policy point of view, and to formulate recommendations 


nN 


Another aspect of fundamental programmes of administrative reform 
is that they are of a long term and have a significance beyond the term 
of office of a particular government. The impartiality of the recom- 
mendations must, therefore, be assured, so that regardless of the 
political complexion of the government they will be considered fair and 
have the best chance of becoming permanent. Some countries have in the 
first years of such a programme found it helpful to appoint a temporary 

ission on public administration reform, consisting of high offi- 
cials of the Government, prominent citizens from various sectors of the 
economy and of varying political viewpoints to inspire general respect 3 
and confidence in the objectivity of the proposals. 5 
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The actual work of conducting surveys and formulating proposals by 
such a national commission on public administration will require the 
services of a competent technical staff. The assembling of the staff 
can itself be a demonstration of modern methods of recruitment on a 
merit basis, as well as of the training of able officials who will be 
gradually inducted into permanent posts as they grow in experience and 
maturity. Such a staff, under the direction of a competent national 
director, will provide the additional counterparts needed if a team of 
international experts is to be invited to assist in the project. 


At an early stage in its work, the central staff or secretariat of 
an administrative reform commission should begin establishing outposts 
and lines of communication within each ministry, department and agency. 
Kach minister should be asked to designate a liaison officer to main- 
tain relations with the commission during the survey period. The 
greatest possible participation by these representatives of the minis- 
tries and departments should be encouraged. This process of participa- 
tion of many departments will have a number of good results: it will 
diffuse a spirit of analysis and self-criticism in regard to existing 
administrative organization and procedures throughout the Government ; 
it will give each agency a role of participation in an important enter- 
prise; and it will bring the experience of all departments to bear on 
the result and thus facilitate the subsequent steps of adoption and in- 
stallation of new procedures. Furthermore, participation at the minis- 
terial and departmental levels will in itself be a valuable training in 
public administration and will prepare men and women in the departments 
for later responsibilities in administering the new methods. 





One of the tasks of the temporary commission will be the setting 
up of permanent national institutions to take over its work on a long- 
term basis. In-many countries, reform commissions have succeeded in 
establishing a general institute of public administration to act ina 
training and research capacity, a central office of personnel adminis- 
tration, or a central office for organization and methods work. 


A word should be said about the advantage of the over-all approach 
in administrative reform. Many changes and improvements in methods 
and procedures can be made in any given ministry, and it is not in- 
tended either to disparage them or to assert that they are not to be 
encouraged. But if functions and duties of the administrative organi- 
zation which cut across the entire structure of the Government are to 
be reorganized, it is obvious that the government-wide viewpoint must 
be taken and that specialized or isolated consideration will be incom- 
plete. If improved standards of personnel administration are to be 
adopted and if better conditions of recruitment, pay and terms are pro- 
posed, it is usually impracticable to accord these benefits to a single 
ministry and not to treat the problems of career administration as a 
government-wide problem. The government-wide approach also has 
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advantages in the following services: central purchasing, control of 
government buildings; general training: programmes and budget and ac- 
counting systems. In these difficult areas time and money and skilled 
personnel are employed to the greatest advantage for the greatest num- 
ber if efforts can be pooled and a concerted attack can be made on 
these universal problems on a government-wide basis. 


The Use of Organization and Methods Programmes in Public Administration, 
United Nations Technical Assistance Programme; United Nations Depart- 
ment of Economic and Social Affairs, New York, 1961, 44 pp. 





In addition to the Handbook, the UN Department of Economic and 
Social Affairs has also recently published a description of one of the 
main techniques used in administrative improvement -- Organization and 
Methods (O and M) -- for application in underdeveloped countries. The 
report explains the nature and varied uses of the "O and M" technique, 
and analyzes the experience with it of many UN and other technical 
assistance projects in underdeveloped countries. The report contains 
a brief bibliography on "O and M" work. 


Modernizing Government Revenue Administration: The Application of 
Technical Cooperation in Improving Revenue Administration in the Gov- 
ernments of Developing Countries. Prepared by the Public Administration 
Service for the Public Administration Division of the International 
Cooperation Administration, Washington, D. C., 1961, viii and 92 pp. 











This book is designed to provide some practical guidelines for im- 
proving the administration of the revenue aspect of governmental budg- 
etary planning and operations in underdeveloped countries. Pointing 
out that much more attention has been paid in recent years to the plan- 
ning, administering and controlling of expenditures, the book seeks to 
remedy the neglect of the revenue side by explaining in simple terms 
the relationship between the national economy and the revenue struc- 
ture; the nature of revenue budgeting; the major revenue sources; the 
administration of revenue programs; and the availability of technical 
assistance for improving revenue administration in underdeveloped 
countries. 
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The book was prepared for the U. S. International Cooperation 
Administration (now the Agency for International Development) by the 
Public Administration Service of Chicago, Illinois. The principal 
author was Dr. Wendell G. Shaeffer, then a member of the staff of the 
Public Administration Service, and now Assistant Dean of the Graduate 
School of Public and International Affairs, University of Pittsburgh. 
Copies of this publication may be obtained from the Communications 
Resources Division, Agency for International Development, U. 5S. 
Department of State, Washington 25, D. C. 
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CURRENT TRENDS IN SCIENTIFIC RESEARCH 
Pierre Auger 


[United Nations and United Nations Educational, 
Scientific and Cultural Organization, New York 
and Paris, 1961, 245 pp./ 


Though not specifically concerned with scientific re- 
search for underdeveloped countries, this survey would 
nonetheless be a most useful reference book for government 
officials and others who are seeking to adopt or adapt the 
latest advances in science and technology to the needs of 
their countries. It was prepared for the United Nations 
and the United Nations Educational, Scientific and Cultural 
Organization by Professor Pierre Auger, formerly Director 
of UNESCO's Department of Natural Sciences, after extensive 
study and interviews or correspondence with over 200 sci- 
entific organizations and nearly 300 individual scientists 
in all parts of the world. (These organizations and indi- 
viduals are listed in annexes. ) 


“The survey covers the theoretical and applied aspects 
of the fundamental sciences (mathematics, physics, chemis- 
try, biology), the earth and space sciences, the medical 
sciences, the food and agricultural sciences, fuel and 
power research, and industrial research, as well as the 
organization of scientific research, both governmental and 
professional. For each, Auger surveys the latest advances 
and experimental techniques, and outlines the general di- 
rections in which theoretical research and applied devel- 
opment are tending. 


In a concluding section containing recommendations 
based on his survey, Auger points out the need for a new 
international organization specifically charged with the 
responsibility for helping underdeveloped countries to 
benefit from the results of technology, applied research 
and industrial development: 
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"The benefits of all the new and significant results achieved by 
scientific research can be made available to mankind as a whole only 
through their technical application. In certain regions, for example, 
the level of living can be raised and industrialization can be brought 
about only by strenuous and sustained technical effort. This effort 
must be based on the technical knowledge accumulated over the decades, 
adapted as necessary to meet the distinctive local problems. This 
process of applying scientific and technical knowledge in order to 
produce specific effects on methods of work and daily life represents 
the greatest need of countries in course of development. 


"The task of encouraging and assisting in this process has a num- 
ber of aspects: that of developing scientific and technical teaching 
in schools; that of higher scientific and technical education at uni- 
versities; and that of research at university, public and industrial 
laboratories. All these are prerequisites for converting knowledge 
gleaned from foreign experts and from publications into a source of 
continuous progress at the local level. Furthermore, large-scale in- 
vestment is vital to the full utilization of natural resources and 
agricultural output. 


"The task of making the transition from scientific research to in- 
dustrial technology should be treated as a collective responsibility, 
if the most under-privileged regions are to be enabled to solve their 
industrialization problems. This responsibility affects the responsi- 
bilities of existing international agencies, and sets them many prob- 
lems of organization and finance which call for urgent study. 


"There is at present no agency in the United Nations family con- 
centrating on the international aspects of technology, applied research 
and industrial developments, as distinct from technical assistance in 
the strict sense of the term. It may be thought that this deficiency, 
is becoming more acute as technology advances, and that specialized 
organizations set up in this field could not deal with all the problems 
arising: apart from agriculture, medicine, nuclear science, air trans- 
port, telecomminications and meteorology, the subjects to be dealt with 
include the vast fields covered by the chemical industry; mechanical 
and electrical engineering; rail, road and water transport; the extrac- 
tive industries (fuel and metals); building materials; and lastly, 
optical, electrical and mechanical measuring apparatus and instruments. 


"The problem might be solved by establishing either an appropriate 
service within the United Nations family itself, or a new organization 
which would concentrate on the technological questions involved in the 
integrated development of economic and geographical regions. 


"The smooth and rapid progress of scientific research largely de- 
pends on the available number of research workers, engineers and 
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technicians. 


In every country, therefore, efforts should be made to 


improve and develop education in general and scientific and technical 
education in particular. 


"Countries sometimes have difficulty in establishing the necessary 
educational and training institutions on an adequate footing with their. 
own unaided resources, especially in the case of highly specialized 
disciplines, such as the mathematical sciences, or of subjects which 
require expensive equipment, such as geophysics or the physics of high- 
energy particles. 


"Recent developments indicate that a possible solution might be to 
establish regional institutes, which would be operated jointly by sev- 
eral countries in a given area and which would also draw upon the serv- 
ices of specialists and teachers from other parts of the world. Such 
institutes of higher education and higher scientific and technical 
training would provide a means, firstly, of training the research per- 
sonnel and teaching staff of the member countries and, secondly, of 
giving further training to the existing research and teaching staff at 


short courses designed to put them in touch with new techniques essen- 
tial to their work." 
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NEW BOOKS ON ECONOMIC 
AND SOCIAL DEVELOPMENT 


Asher, Robert E., and others, Development of the Emerging 
Countries: An Agenda for Research; Washington, D. C., 
The Brookings Institution, 1962, xi and 239 pp. 








This book is a timely and valuable summary of the 
insights so far gained into the complex processes of devel- 
opment and of the further work which needs to be done to 
improv®= both theoretical understanding and action pro- 
grams. It results from a two-day conference in May 1961 
held by The Brookings Institution in Washington, D. C. 

The purpose of the conference was to explore ways in which 
research in the social seiences could improve the foreign 
aid activities of the U. S. Government. This book con- 
tains a number of papers written for the conference by 
specialists in various fields of development. 


An introductory essay by Everett E. Hagen of the 
Massachusetts Institute of Technology outlines the inter- 
relatedness of social, cultural, and economic change in 
underdeveloped countries and indicates the main areas in 
which socio-economic research is needed; and, in a supple- 
mentary paper, Albert O. Hirschman of Columbia University 
also comments on these subjects. Gerhard Colm and 
Theodore Geiger of the National Planning Association ana- 
lyze the methods of development planning and programming 
and the further investigations which are required to im- 
prove techniques in this field. Arthur T. Mosher of the 
Council on Economic and Cultural Affairs has written a 
comprehensive survey of research completed, under way, and 
needed for accelerating agricultural development. The 
problems of adopting and adapting Western technologies for 
use in underdeveloped countries are discussed by R. 5S. 
Eckaus of Brandeis University; while Mary Jean Bowman and 
C. Arnold Anderson of the University of Chicago analyze 
the role of education in development. The interrelations 
of foreign aid and political evolution in underdeveloped 
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countries are discussed by Howard Wriggins of the Legislative Reference 
Service, Library of Congress. In a concluding essay, Robert E. Asher 
of The Brookings Institution summarizes the results of the conference 
and recommends a broad program of research for improving U. S. aid to 
underdeveloped countries. In addition to his substantive contribution 
to the book, Robert E. Asher had primary responsibility for organizing 
the conference and for editing the essays for publication. 


This book would be of interest to the people of underdeveloped 
countries not simply for the suggestions made about research needs, but 
more importantly because each essay summarizes the current state of 
knowledge about the aspect of economic and social development with 
which it deals. 


Galbraith, John Kenneth, Economic Development in Perspective; Cambridge, 
Mass., Harvard University Press, 1962, vi and 76 pp. 





When an economist as sophisticated and articulate as J. K. 
Galbraith sets out to present the essentials of a complex subject in 
simplified form, the result makes worthwhile reading not only for the 
lay readers to which it may be addressed but also to the experts. Now 
United States Ambassador to India, Dr. Galbraith delivered five lec- 
tures on economic development at five major educational institutions in 
India. The lectures deal with contemporary efforts at economic devel- 
opment in the light of historical perspectives; the relations between 
the developed and the developing nations; the theory of development 
planning; the role of education in economic development; and elements 
common to both private and public corporations as the major organiza- 
tional form of modern production. 


There may not be general agreement on all of Dr. Galbraith's con- 
ceptions of the fundamentals of economic development. Nonetheless, 
this little book is bound to stimulate reappraisals of some ideas about 
development that have become commonplace in recent years. This is par- 
ticularly true of the points made in the last lecture dealing with the 
corporate form of productive enterprise. Dr. Galbraith explains that 
the requirements for success of a corporate enterprise are very much 
the same regardless of whether it is owned by private shareholders or 
the government. [For Dr. Galbraith's views on other aspects of this 
subject, see "Guidelines for Public Enterprises," by John Kenneth 
Galbraith, pages 75-79./ 
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Braibanti, Ralph, and Joseph J. Spengler, eds., Tradition, Values, and 





Socio-Economic Development; Duke University Commonwealth-Studies 
Center, Durham, N. C., Duke University Press, 1961, viii and 305 pp. 





During the decade of the 1950s, the necessary part played by non- 
economic factors in development has more and more come to be recognized 
not only by social scientists but also by government officials and tech- 
nicians working in this field. The notion that development consisted 
of nothing more than increasing the rate of capital formation has long 
since been abandoned even by the economists who first propounded it. 
However, though the importance of sociological, psychological, and 
political factors has now been generally accepted, not much is known as 
yet about the precise ways in which they operate or about how they 
might be influenced in order to accelerate the process of social change 
and economic growth. 


In this book, a group of social scientists have combined to define 
in greater detail than heretofore the roles of some of these factors 
and to explain the relevance of their findings for development policies. 
They are concerned particularly with the ways in which the traditional 
attitudes and values of people in the underdeveloped countries usually 
impede -- but in some cases also stimulate -- the socio-economic changes 
necessary for accelerated economic growth. Drawing primarily upon soci- 
ology, anthropology, and political science, their analyses explain the 
relevance of concepts and relations in these subject disciplines to 
economic development per se. 


According to the editors' introduction, "Each of the essays is an 
independent contribution presenting points of view not necessarily in 
agreement with the others. All are based on the common effort to 
understand the process of socio-economic development using the appara- 
tus of particular social science disciplines and experience in various 
cultural contexts. The range of experience from which the authors can 
draw their empirical data is extensive and includes study or teaching 
in India, Pakistan, the Union of South Africa, Israel, Singapore, 
Japan, Cuba, Malaya, Vietnam, Taiwan, Thailand, Okinawa, Canada. 
Joseph J. Spengler, James B. Duke Professor of Economics at Duke Uni- 
versity and Director of Graduate Studies in Economics, distinguishing 
among theory, ideology, and non-economic values, suggests that the rate 
and direction of development depend on the emotional and intellectual 
predispositions of the elites and the masses. Ralph Braibanti, Profes- 
sor of Political Science at Duke University and on leave for 1960-1962 
as Professor and Chief Advisor, Civil Service Academy of Pakistan sur- 
veys the role of political science in analyzing underdeveloped areas 
and explores six questions to which subsequent political science re- 
search may be directed. Wilbert E. Moore, Professor of Sociology and 
Faculty Associate of the Center of International Studies at Princeton 
University, explores types of relationships among relevant variables 
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found in the social framework of economic development. Bert Hoselitz, 
Professor of Social Sciences and Director of the Research Center in 
Economic Development and Cultural Change at the University of Chicago, 
analyzes the components of tradition, suggests four forms of tradition- 
oriented behavior, and argues that tradition is not always adverse to 
economic development. Melville J. Herskovits, Professor of Anthro- 
pology and Director of the Program of African Studies at Northwestern 
University, surveys the role of anthropology in determining the weight 
of cultural influences in enhancing or deterring social innovation. 


"The remaining four essays are somewhat more empirically oriented 
in the respect that they deal with development problems in particular 
cultural contexts. In two related essays, I. H.Qureshi, Director of 
the Institute of Islamic Culture of Pakistan, traces the development of 
Islamic political thought which provides a background to understanding 
ideological forces at work in modern Pakistan. John D. Montgomery, 
Resident Director, International Cooperation Administration Personnel 
Training for Africa, African Research and Studies Program, Boston Uni- 
versity, analyzes the impact of technical assistance on the internal 
policies of Taiwan, Vietnam, Burma, and Thailand. A pragmatic account 
of social change in French Canada is given by Mason Wade, Associate 
Professor of History and Director of the Canadian Studies Program at 
the University of Rochester." 


This is not a practical "how to do it" book, but it will nonethe- 
be use to those concerned with planning and administering de- 
rograms. By broadening their understanding of the com- 

of the process of development, this book can help them to cope 
ectively with the factors involved in specific situation. 
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